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WEDNESDAY, FEBRUARY 6, 1957 


Unrrep Srares SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON Hovustne, 


Washington, D.C. 


The subcommittee met, pursuant to call, in room 301, Senate Office 
Building, at 10 a. m., Senator John Sparkman, chairman of the sub- 
ommittee, presiding. 

Present : Senators Sparkman, Douglas, Clark, and Ives. 

Also present: Mr. Reid, Housing and Home Finance Agency. 

Senator SPARKMAN. Let the subcommittee come to order. 

I think some other members of the subcommittee will be here a little 
later, but we had better get started. 

The purpose of the meeting of the subcommittee is to consider pro- 
posed legislation relating to an additional authorization for the Fed- 
eral National Mortgage Association. There may also be some other 
matters, including S. 1056, which relates to FHA mortgage insurance 
for structures in high-cost urban renewal areas. 

(S.J. Res. 38 and S. 1056 follow :) 


[S. J. Res. 38, 85th Cong., Ist sess.] 


TOINT RESOLUTION To enable the Federal National Mortgage Association to give 
additional assistance in relieving the shortage of residential mortgage funds 


Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled, That (a) section 303 (d) of the National Hous- 
ing Act, as amended, is amended by adding the following sentence: “In addition 
to the preferred stock provided for in the first sentence of this subsection, the 
Association is authorized and directed to issue and deliver to the Secretary of the 
Treasury, and the Secretary of the Treasury is authorized and directed to accept, 
preferred stock of the Association having an aggregate par value equal to $100,- 
000,000."’ 

(b) Seetion 308 (e) of such Act is amended by inserting the words “the first 
sentence of” immediately following the words “delivered to the Secretary of the 
Treasury pursuant to’, and by adding the following sentence: “The preferred 
stock of the Association delivered to the Secretary of the Treasury pursuant to 
the second sentence of subsection (d) of this section shall be in exchange for a 
note or notes of the Association aggregating $100,000,000 (upon which the accrued 
interest shall have been paid through the date of delivery) held by the Secretary 
of the Treasury pursuant to authority contained in section 304 (c) of this Act.” 

(c) Section 804 (c) of such Act is amended by striking all of the second sen- 
tence after the phrase “or (2)’’ and by substituting therefor the following: “such 
purchase would increase the aggregate principal amount of his then outstanding 
holdings of such obligations under this subsection to an amount greater than 
£1.700,000,000, or an amount greater than $1,850,000,000 if such purchase is made 
prior to July 1, 1957.” / 

Sec. 2. Section 809 (c) of such Act is amended by changing the period at the 
end thereof to a colon, and inserting immediately thereafter the following: 
“Provided, That in computing such equivalent amount, there shall be deducted 
from the gross income of the Association, with respect to such secondary market 
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operations, all expenses and other deductions which would be authorized by the 
Federal income-tax laws to be deducted if the Association were not exempt from 
such taxes with respect to such secondary market operations and any amounts 
paid to the Secretary of the Treasury as a return on his investment in the securi- 
ties of the Association.” 


[S. 1056, 85th Cong., 1st sess.] 
A BILL To amend the National Housing Act, as amended 
Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 220 (d) (8) (B) (iii) of the Na- 
tional Housing Act, as amended, is hereby amended by striking in the second pro- 
viso thereof “or per family unit, as the case may be,” and inserting in lieu thereof 
“without regard to the number of rooms being less than four, or four or more,”’. 
Senator SPARKMAN. QOur first witness is Mr. David L. Krooth, of 
the National Housing Conference 
g nee, 
Mr. Krooth, we are glad to have vou with us. You have a prepared 
statement and you may handle it as you see fit. In any event, the en- 
tire statement will be included in our printed hearings. 


STATEMENT OF DAVID L. KROOTH; ACCOMPANIED BY LEE JOHNSON, 
REPRESENTING THE NATIONAL HOUSING CONFERENCE 


Mr. Krooru. Thank you, Mr. Chairman. 

Senator SPARKMAN. Are you going to introduce the gentleman on 
your right ? 

Mr. Kroorn. Mr. Lee Johnson, who needs no introduction, I am 
sure. 

So far as | am concerned, Mr. Chairman, i will be perfectly happy 
at any point to interrupt the statement to answer questions. 

Senator SparkMAN. For the record, Mr. Johnson, will you state 
your official position 4 

Mr. Jonnson. Lee Johnson, executive vice presidant, National 
Housing Conference. 

Senator Sparkman. And your office is located here in Washington ? 

Mr. Jounson. In Washington. 

Senator SPARKMAN. We are glad to have you with us. We have 
had that pleasure many times before. 

Mr. Jounson. Thank vou, Mr. Chairman. 

Mr. Kroorn. Mr. Chairman and members of the committee, my 
name is David Krooth. I am happy to have the opportunity to 
appear before this committee again. As an unpaid member of its 
board of directors, I am appearing on behalf of the National Housing 
Conference, a nonprofit organization which, for over 25 years, has 
been devoted to the protection of the publie interest in housing and 
the development of a balanced housing program for all the people. 


1, GENERAL STATEMENT OF POSITION ON INCREASED AUTHORIZATION FOR 
FNMA 


[ want to congratulate the committee on the recent staff report on 
income and housing. It is an outstanding contribution to the study 
of housing and presents a searching analysis of the problem as affected 
by recent rises in housing costs. It focuses attention on the really 
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serious problems of the people whose needs are being neglected by our 
present housing programs. 

In acting on “Senate Joint Resolution 38, you will want to consider 
what action you should take to help meet these problems. First let 
me say that we are in favor of an additional authorization of funds 
for the Federal National Mortgage Association. The money is 
needed to continue a job that must be done. However, I would like 
to raise with you the question as to the purposes for which this money 
should be used. 

We all recognize that the tight money market has been particularly 
harsh and retarding in its effect on housing, as compared with other 
segments of our economy. As pointed out by the staff report of your 
committee, we have a large and continuing need for more housing 
construction to meet the requirements of our popul: ition and its grow th. 
Yet our construction of homes last year was 200,000 less than the pre- 
ceding year. We are again faced with the likelihood of a further 
decline, so that this year—for the first time since 1948—we expect less 
than a million homes to be built. This is grossly inadequate to meet 
the increasing housing needs of the people, which are estimated con- 
servatively as at least 1,400,000, and realistically as 2 million homes a 
year. It 1s necessary to provide some relief in the housing field from 
the tight money market if we are to maintain even the low-current level 
of housing construct ion. 

As this joint resolution deals with additional authorizations for 
FN MA‘s secondary market operations, I would like briefly to comment 
on the nature of these operations and their effect on the housing market 
and costs. These operations are designed to assure the availability 
of a limited amount of mortgage financing by providing a degree of 
liquidity for mortgage investments and helping to improve the distri- 
bution of investment capital for residential mortgage financing. 

Since the time that FNMA has become a mixed ownership corpo- 
ration, instead of a Government-owned institution, it has been operat- 
ing like a private business in its secondary operations. It does not 
provide any substantial support to the market, but it purchases mort- 
euges at what it regards as their current market price. FNMA reduces 
its prices from time to time, if necessary, to follow the market on down. 
In short, FNMA’s program makes limited amounts of money avail- 
able—at a price. These current prices, involving large discounts, have 
been one of the factors which have increased housing costs, as it must 
be assumed that builders pass on to the consumer the additional costs 
of financing, just as they do with increases in cost of bricks, lumber, or 
other constituents of a house. 

Illustrative of current prices on mortgages guaranteed by the Vet- 
erans’ Administration and bearing 414-percent interest are: 95 percent 
of par for mortgages on properties in New York and the Northeast ; 
415 percent on properties in the South and Midwest; and 94 percent 
on properties in the West. Besides these discounts, there are fees and 
other costs which may be summarized as follows, on a typical sale of a 
GI loanto FNMA: 


Percent 
(1) Discount, i. e., pay 94% cents on the $1___ ccSaRto as occa eea ie eee 5% 
(2) ushitton tec Coa sittin mith citcinddicccgehe ec piie cae fibeee ee eee \% of 1 
(3) Investment in FNMA stoe Rocatais iin ctees dene eee oe 2 


POLS! PASMENUS (0: PA oc cee eee eae 8 
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Senator SparKMAN. May I clarify one thing there? 

Mr. Krooru. Yes, sir. 

Senator SparKMAN. You say, “Discount, i. e., pay 941% cents on the 
$1—51% percent.” You mean the effect of ths at Mise ‘ount plus the regu- 
lar 414 percent makes it 514 percent? 

Mr. Kroorn. No. What I mean, Senator Sparkman, is if it is a 
$10,000 mortgage and it is turned over—— 

Senator SPARKMAN. You are not talking about the cost over the 
hfe of the mortgage, but the initial cost ? 

Mr. Kroorn. You get $9,450 for that mortgage. 

Senator SPARKMAN. Yes. 

Mr. Kroorn. In addition, there are the following additional costs 
of financing incurred by the builder: 





Percent 

(1) Services of mortgagee______- nee ee ; 1% 
(2) Construction financing... ___ ee ROS Tee ee. ie ie ae Re 1 

Total payments for financing_- eee 7 i 10% ) 


While it is true that 2 percent ripaiontie the: pure hn se of FNMA 
stock, this stock is currently selling at 50 cents on the dollar, so 
that half of the price represents an additional cost of financing. In 
this typical case the total costs involved in getting financing amount 
to 914 percent, or over $1,200 on a $13,000 mortgage. This is a tre- 
mendous price to pay for financing. Undoubtedly, it is one of the 
reasons for the increased prices of houses shown by the stat! report 
of your committee. 

What can be done about this situation? Since FNMA was made 
a mixed-ownership corporation in 1954, and is ultimately destined to 
be privately owned entirely, its charter contemplates that it should 
operate at a profit so that it can pay dividends on the stock which is 
privately held, as well as the stock held by the Government. The 
present program of large discounts and financing charges is a product 
of this new form of organization and private stock investment in the 
company. It also reflects action taken in response to the congressional 
direction that mortgages be purchased “within the range of market 
prices,” which presumably means following the market on down. 
Thus, when the interest rate was recently increased by one-half of 1 
percent on Federal Housing Administration mortgages under section 
203, the market price for previous mortgages bearing a 414 percent rate 
went down immediately. This was reflected in a reduction of 4 points 
in the price which FNMA now pays for the 414 percent mortgages. 
as compared with its price for 5 percent mortgages. 

If Congress wishes to provide some support for certain types of 
mortgages,. it is necessary that the provisions of the FNMA law be 
amended. What is the danger of suffering losses in case higher prices 
are paid for mortgages in the secondary m: arket operation? If FNMA 
were required to resell the mortgages in the open market, it would 
certainly suffer losses to the extent that it paid a higher price than the 
current market price. However, if it were the policy to pay higher 
prices for certain mortgages under the secondary market, then a part 
of that policy could be for FNMA to hold the mortgages a il make 
collections on them until their full retirement. If it holds the mort- 
gages, there is no real risk of loss, since they have the protection of 
Federal insurance or guaranties. 
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. FNMA SPECIAL ASSISTANCE FUNCTIONS 


So far I have been discussing FNMA’s secondary market opera- 
tions, where we recognize that an increased authorization is neces- 
sary to aid in supplementing the limited current supply of mort- 
gage financing. However, we should also consider the needs for ad- 
ditional FNMA authorizations of special assistance funds to provide 
housing where it is most needed and where it will best serve the pub- 
lic interest. 

At the time Congress rechartered FNMA as a mixed-ownership cor- 
poration, it was apprehensive about the availability of financing for 
mortgages originated under special housing programs designed to. pro- 
vide housing for segments of the population which would otherwise 
be unable to obtain housing. Under this legislation, mortgages re- 
lating to the following groups or areas have bee on designated as eligible 
for pureh: se by F NMA under its special assistance program : Mili- 
tary, Territories, renewal and relocation, disaster, and elderly. Con- 
gress itself designated mortgages on cooperative housing as eligible 
for special assistance. The Senate committee indicated that housing 
for minority groups should also be covered, but this has not been 
done. As of today, the executive branch has not taken any action 
to make special assistance funds available to assist housing for mi- 
nority groups. 

To meet these special assistance needs, Congress authorized FNMA 
to make advance commitments and to purchase mortgages. For these 
functions, the Treasury was authorized to make advances of funds 
to FNMA against the receipt of its corporate obligations. 

On these special assistance functions, no private money is invested 
and no private stock is sold, but FNMA operates solely with Gov- 
ernment money, the same as other Government agencies. These oper- 
ations should therefore serve the public interest. FNMA should as- 
sure that mortgage financing is made available, on reasonable terms, 
to meet these areas of special need among the population. Your staff 
report contains some vital information as to these areas of special 
need. 

Apart from low-income families who require public housing, the 
mayors of 74 cities reported critical needs in their cities for hous- 
ing among middle-income families. They say that the housing being 
produced in their cities today costs more than these families can 
afford. This is confirmed by the data in the report showing that 7 
out of 10 homes financed with Federal Housing Administration in- 
surance serve families whose incomes are above the median level of 
the middle-income third of the population. 

What can these middle-income families afford to pay? As stated 
in your staff report, the monthly income of middle-income families in 
cities ranges from $320 to $500 per month, with a median income of 
$404 per month. These a | ‘an afford to spend about one- 
fifth of their income for housing, or from $65 to $100 per month, or 
a median of $80 per month. This i includes all housing costs, not just 
monthly mortgage, tax, and insurance payments. 

Yet the median price of homes being built in cities today is $14,500, 
which involves a monthly housing cost beyond the reach of middle- 
income families. One way to serve more middle-income families is 
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to reduce the construction costs of housing—but costs of land, lot 
development, and construction are all going up, and so is the cost 
of getting financing. As your staff report shows, the median sales 
price of new homes. rose from $12,300 in 1954 to $1 3,500 in 1955. and 
to $14,500 in 1956. Part of this may be due to an improvement in 
the size or amenities in housing, but a substantial part is due to in- 
creased construction costs. These are difficult to check in an economy 
where costs are rising generally. However, you can legislate in 
this bill to help reduce both the cost of getting financing and the 
monthly carrying charges on mortgages. In this w ay you can make 
housing available to middle-income families. In doing so, the special 
assistance legislation should earmark funds for those types of hous 
ing which will serve middle-income families. 

With cooperative housing under section 213 of the Federal Housing 
Administration law, it has been found that lower monthly costs have 
been achieved than the housing costs under other Federal Housing 
Administration sections. Besides the other savines realized on non- 
profit cooperatives, the monthly costs of this housing are recduced 
because of more favorable financing terms. Let = illustrate how 
these reductions in the monthly carrying charges bring this housing 
within the reach of middle-income families. 

Let us assume a mortgage of $13,000 under section 203 of the Fed- 
eral Housing Administration law, where there is a 25-year period of 
amortization at 5 percent interest, plus one-half —— Federal 
Housing Administration insurance. In this case the monthly finan- 
cing cost is S80. 

With a sales-type cooperative under section 213, at the same interest 
rate, there is a 40-year amortization period. This reduces the monthly 
financing cost by $13, so the monthly carrving charges on this mort- 
gage are $67. This brings this house within the reach of a family with 
an annual income which is $780 less than is at under section 205. 

With a management-tvpe cooperative under section 213, the interest 
rate is one-half of 1 percent less than on a sales: ty pe cooperative, due 
to the fact that there is ; lower servicing cost on a single mortgage 
covering i my cwe ‘lings. lhis reduc es the mon th ly finaneine cost bi 
another $4.50, so that the monthly carrving charge on this dwelling is 
$62.50. This reduction brings this home within the reach of a family 
with an annual income which is $1,050 less than is possible under 
section 203. 

Can middle-income families afford housing at these costs? Besides 
financing costs, we must consider taxes, insurance, heat, utilities, and 
maintenance costs of housing. On this house with a $13,000 morteag 
these additional costs average $33, so the total monthly housi ost 
under section 203 is $113. This is more than middle-income familie 
can generally afford. 

This fact is confirmed by the figures set forth in the stat? report, 
showing that 7 out of 10 Federal Housing Administration mortgage 
financings are above the median level of the middle-income third. 

With a sales-type cooperative under section 213, the total monthly 
housing cost on this house is $100. This is within the reach of familie 
at the top of the middle-income third. Families who earn $500 per 
month can afford to buy a house in a sales-type cooperative where they 
get fee simple title upon the completion of their home. 





INCREASED FNMA AUTHORIZATION 7 


With a management-type cooperative under section 213, the total 
monthly cost on this dwelling is $90. This includes not only the sav- 
ings on financing due to one-half of 1 percent lower interest rate, but 
also some savings through purchases of utilities at lower rates, and 
through heating at lower rates. This management-type cooperative 
reaches a little lower in the middle-income third and provides housing 
for those who earn $450 per month. 

Your staff report points out that the mayors recommend some form 
of Federal assistance to provide housing for middle-income families. 
Out of a total of 108 mayors, 83 pointed out the need for such assist- 
ance, including measures such as more favorable mortgage terms, di- 
rect loans, and more effective assistance to nonprofit rental and sales 
cooperatives. ‘To carry out the purposes of the special assistance pro- 
gram and serve the public interest in housing, it is necessary that this 
joint resolution be amended to include provisions which would meet 
special areas of housing need which are now neglected. Congress 
has arene purchases and commitments by FNMA for various 

special assistance functions which total $550 million, including the 

authori sien of $100 million for purchases of 20 percent participa- 
tions, With private participations of $400 million, it was intended 
that there would be total special assistance authorizations and financ- 
ing amounting to $950 million. 

As to the funds which have been allocated under special assistance, 
only the $50 million authorization for cooperative housing has been 
fully used and is now exhausted. Of the balance of the authorizations, 
the total amount which has been used or committed is only $50 million, 
leaving $850 million of unused authorization. This meludes the $400 
million of private participations which, by the way, have not been 
forthcoming. 

The President’s budget message (p. M43) states that substantial 
eee are anticipated in both 1957 and 1958 to purchase mort- 

gages insured under the urban renewal, military family, elderly 
fi unily, and other special assistance programs. In view of this antie1- 
pated volume, the message states that additional legislation will be 
requested to anthorize new purehases amounting to $200 million 
under the special assistance program. 


3. RECOMMENDATIONS AS TO AMENDMENTS 


What are our recommendations as to FNMA in order to make mort- 
On ai » finane ing’ available to meet the spec ial needs of groups and areas 
which would otherwise be neglected ? 

First. The authorization to make commitments or purchase mort- 
gages of cooperative s should be increased from $50 milli m to $3850 
million. The President’s budget message recommends a $50 million 
increase in the FNMA authorization for cooperative housing, but this 
is not enough even to take care of the appli ications and commitments 
on co operative housing which are now pending with the Federal 
Housing Administration. These alone would require over $100 million 
of additional authorization. To help meet the critical need for hous- 
ing among middle-income families, the cooperative housing authoriza- 
tion should be increased by at least $300 million. 

Second. Of this increased authorization, $150 million should be 
earmarked solely for cooperatives where there is consumer sponsor- 
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ship. The Federal Housing Administration would make the deter- 
mination as to consumer sponsorship on the basis of its finding that 
there is a nonidentity of interest between the builder and the coopera- 
tive. It is necessary to earmark a portion of the authorization for 
consumer-sponsored projects, since those projects require more time 
in their formulation and development. During their period of organ- 
ization, consumer groups require an assurance that funds will be held 
for them, without being quickly exhausted by the builder-initiated 
projects which move so much faster. 

Third. With respect to the authorization for commitments and 
purchases of mortgages on cooperative housing, the limitation as to 
the amount to be available for any one State should be increased from 
$5 million to $35 million. This would maintain the principle that 
not more than 10 percent of the authorization would be available for 
any one State. 

Fourth. In this connection, a provision should be added that the 
limitation for any one State should be $20 million for cooperative 
projects which are not of the consumer-sponsored type. 

Fifth: With respect to special assistance and cooperative housing 
functions, Congress should direct that FNMA purchase these mort- 
gages at par, in recognition of the special public interest to be served. 
The present legislation provides that these mortgages are to be pur- 
chased at a price not less than 99 percent of the principal amount 
of the mortgage; such purchases are authorized for a period of 1 
year following the passage of the Housing Act of 1956. Since the 
1-year period will shortly expire, it is necessary to extend the period 
for an additional year; at the same time, the price should be fixed at 
par. Purchases at par are now being made by FNMA under one of 
the special assistance programs, 1. e., mortgages on armed services 
housing under section 803. We are merely proposing that the same 
policy should be applied to other special assistance functions. 

Sixth: The act should be amended to reduce from 114 percent to 1 
percent of the mortgage amount, the fees charged by FNMA for its 
commitments and purchase of special assistance mortgages. Before 
FNMA was rechartered, these fees were one-half of 1 percent, so a 
charge of 1 percent is liberal. One-half of this charge should be pay- 
able when the commitment is issued and the balance when the mortgage 
is delivered. Under one of its special-assistance functions, i. e., mort- 
gages on armed services housing, FNMA is now charging at this rate 
totaling 1 percent and payable one-half at the time of commitment 
and one-half at the time of purchase. Here again, we are merely 
suggesting that the same rate of charges be applicable to other special 
assistance mortgages. 

Seventh: The act should be amended to avoid discrimination 
against larger families and against housing in high-cost areas. In 
cases where housing averages more than six rooms, or where housing is 
located in an area determined by the Federal Housing Administration 
to be high cost—and in those areas the incomes are proportionately 
higher—the $15,000 limit on mortgages eligible for purchase by 
FNMA should not apply; instead the Federal Housing Administra 
tion statutory limit on the amount of mortgage, computed on a per- 
room basis, should be applicable. 

Eighth: The act should be amended to authorize FNMA to make 
construction financing available in special assistance cases where 
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such financing is not otherwise available. Such financing merely 
involves making advances at an earlier date, since FNMA is now 
authorized to make an advance commitment to purchase the mort- 
gages. This construction financing would be made available only 
where the Federal Housing Administration insures the construction 
advances, 

T am submitting with my testimony—which I will not read—a draft 
of amendments to the pending resolution which would make the 
changes in the law which we are proposing. 

These amendments to the FNMA legislation are necessary to carry 
out the objective of assuring financing for housing of the types which 
have been determined to have a special public interest. This includes 
not only housing for famihes of middle income under cooperative 
mortgages insured by the Federal Housing Administration, but also 
housing for elderly persons, the armed services, renewal areas and re- 
location, disaster areas, and minority groups. 

Senator SpaRKMAN. Without objection, the amendments referred to 
may be made a part of the record at this point. 

(‘The amendments referred to follow :) 





AMENDMENTS TO PROVISIONS RELATING TO SpECTAL ASSISTANCE FuNeTions 
1. To eliminate discounts and provide for reasonable charges 


1. That section 305 (b) of the National Honsing Act, as amended, is amended 
(1) by striking out from the second sentence, immediately following the words 
“during the period of”, the word “one” and inserting in lieu thereof the word 
“two; (2) by striking from said second sentence “99” and inserting in lieu 
thereof “100°; (3) by inserting in the third sentence, immediately following 
the words “for its services under this section’, the following words: “in an 
amount not to exceed 1 per centum of the unpaid principal amount of mortgages 
for its commitment and purchase thereof”; and (4) by striking the period at the 
end thereof and inserting in lieu thereof a colon and inserting immediately 
thereafter the following: “Provided, That not more than one-half of such charge 
or fee shall be collected at the time of the issuance of the commitment, with 
the balance to be collected at the time of the purchase of the mortgages involved.” 


2. To adjust mortgage amounts for larger homes and for high cost areas 


2. That section 302 (b) of the National Housing Act, as amended, is amended 
by striking the period at the end thereof and inserting immediately thereafter 
the following: “Provided further, That with respect to mortgages on which the 
Federal Housing Commissioner shall have issued a commitment to insure pur- 
suant to sections 207, 213, or 220, the limitations of clause 3 of this proviso shall 
not apply to commitments or purchases thereof pursuant to the special assistance 
functions of the association where the housing involved in located in a high 
cost area as determined by the Federal Housing Commissioner or has an average 
of more than six rooms per family unit; in such cases the limitation as to the 
original principal obligation of the mortgage eligible for commitment or purchase 
by the association shall be the amounts applicable to such mortgages, respectively, 
under sections 207, 213, or 220, as the cuse may be.” 


3. To increase the authorizations for purchases of mortgages on cooperative 
housing 

8. That section 305 (e) of the National Housing Act, as amended, is amended 
(a) by striking out “S50,000,000" and inserting in lieu thereof “$350,000,000” ; 
(b) by striking out “$5,000,000” and inserting in lieu thereof $35,000,000” ; and 
(c) by striking the period at the end thereof and inserting in lieu thereof a 
colon and inserting immediately thereafter the following: “Provided (1) that 
of the total amount of advance commitment contracts and purchase transac- 
tions authorized by this subsection, the amount of $150,000,000 thereof shall be 
available solely for commitments or purchases of mortgages where the manage- 
ment or sales-type cooperative involved is certified by the Federal Housing Com- 
missioner as consumer-sponsored on the basis of his determination that there is 
a nonidentity of interest hetween the builder and the cooperative; and (2) that 
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of the commitments in any one State, not more than $20,000,000 shall be out- 
standing at any one time for mortgages with respect to cooperative projects 
which are not of the type described in clause 1 of this proviso.” 

;. To provide construction financing where it is not available 

4. That section 305 of the National Housing Act, as amended, is amended by 
adding the following new subsection at the end thereof : 

“(2) On cases involving special assistance functions where the association is 
authorized by this section to make commitments to purchase and to purchase any 
1wortgage (or participation therein) and where the association finds that financ- 
ing is not available on reasonable terms for the construction of the housing 
project under a mortgage where the Federal Housing Commissioner insures 
advances, the association is authorized to provide, or participate in, such con- 
struction financing under a mortgage where advances are insured as aforesaid. 
The association may impose charges or fees for its services in providing con- 
struction financing in an amount not to exceed 1 percentum of the total principal 
amount of the mortgage loan or of its participation therein.” 

Mr. Kroorn. We turn now to the need for new nonprofit mortgage 


company, which I shall discuss very briefly. 
i, NEED FOR NEW NONPROFIT MORTGAGE CORPORATION 


It should be recognized that these measures through FNMA will 
not fulfill the larger area of Government responsibility to make hous- 
ing available for those families of moderate income who are now 
neglected by our housing program. Here, if we are to reach down 
into the middle-income group below the level of the median, a differ- 
ent approach is required than that available through FNMA where 
it pure bases Feder wl fiousing Administration-insured and *% Vete rans’ 
Administration-guaranteed mortgages. What we need are new tools 
which will have the effect of providing housing at lower cost. 

There is a serious housing need among the families of moderate 
incomes who are below the level which can be reached by private hous- 
ing construction with present financing. Yet these families are above 
the income level served by subsidized pub lic housing. In short, they 
are caught in the middle—with their housing needs neglected. 

A sound national housing policy requires a program that will meet 
the needs of these families of moderate income. Their needs can be 
met without Federal subsidies, under a program which would be 
pr Iv ately owned and pri tery constructed, 

To bring the cost of housing within the reach of these moderate 
income families, it is necessary that loans Es made available at lower 
interest’ rates and with longer-term amortization. For example, if 
financing were available at an interest rate of 3 percent and with a 
50-year amortization period, the monthly financing cost on a mortgage 
of $13,000 ia be reduced by $20 below the financiage costs under 
the cheapest form of housing currently available under the Federal 
Hoiaiite A Tediistration. namely, section 213 of the Federal Hous 
ing Administration law. This would amount to a monthly financing 


cost of $42 and a total monthly housing cost of $70. It would br ing 
this housing within the reach of a family with an annual income whie h 
is $1. YOO less th Wn Is pos S ble under section vita. Families earning 


$70 a week could afford thi s housing. They are in the lower range 
of the middle income third in our cities. A program of this type was 


jointly sponsored last year by a number of Senators and is attached 
as appendix D to the staff report. 
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To assure that the benefits of such financing are reflected entirely 
in lower monthly costs of housing to the occupant, this type of 
financing could be made available only to cooperatives and nonprofit 
corporations. 

A cooperative is the way people build for themselves and own as 
a group. There are savings that result from the use of the cooperative : 

First, there is the nonprofit feature, as the people undertake and 
operate the project, without speculative profits on the land, construc- 
tion, or sales of housing. Private builders construct the housing, but 
at a reasonable contractor’s profit. 

Second, cooperative owners of a group development can do much 
of their own work in maint aining the project. 

Third, by having their homes built in a group rather than indi- 
vidually, people save money on construction costs. 

The use of cooperatives, with Federal assistance, has been successful 
in other fields, including rural electrification, farm cooperatives, and 
cooperatives of water users on irrigation projects. 

Families with moderate income should be able to get financing for 
their cooperative housing developments on terms which will m: ike it 
possible for them to afford the housing. So should nonprofit develop- 
ments of rental housing. 

Such a program ws ould be possible through the establishment of : 
nonprofit mortgage corporation for cooperatives and nonprofit heen 
ing. The Federal Government would initi: ally subscribe to capital 
stock in this corporation aggregating $100 million. This stock would 
be retired from the proceeds of the sale of stock to borrowers who 
would be required to subscribe to such stock, concurrently with the 
purchase of their mortgages by the mortgage corporation. In this 
manner, the mortgage company would ultimately become privately 
owned by the housing cooperatives and other nonprofit companies. 
This is the same procedure followed with the Federal home loan 
banks, in which all the Government’s stock has now been retired. It 
is also the procedure which has been set up for FNMA in its new 
charter, except that this nonprofit mortgage corporation would be 
owned ultimately by cooperatives and other nonprofit borrowers. 

The mortgage corporation would use its initial capital to purchase 
un initial group of mortgages. When the corporation had purchased 
t number of mortgages, it would be authorized to issue bonds in an 
amount equal to the unpaid principal of the mortgages held by it. 
Thus, the basic underlying security behind the bonds of the mortgage 
company would be sound, sine e it woul | consist t of mortg ages Ol. CO- 
operative and nonprofit housing projects which has been built under 
the supervision of the mortgage corporation. 

The bonds of the mortgage corporation would have the same type 
of guaranty as Federal Howie Administration-insured mortgages. 
In the event of a default in those bonds, as in the case of Federal 
Housing Administration-insured mortgages, they would be exchange- 
able for debentures of the Government which would be guaranteed. 
Reserves would be set aside each year as a protection against defaults. 
‘Thev would provide the same protection against loss as is present under 
the Federal Housing Administration insurance program. 

he nonprofit mortgage corporation would not sell the mortgages 
which it purchased, but would pool them as security for its consoli- 








12 INCREASED FNMA AUTHORIZATION 


dated financing. This would provide protection and diversity of 
security. The project mortgages would all be serviced by the mort- 
gage corporation on a nonprofit basis. 

The bonds of the mortgage corporation would represent an attrac- 
tive investment. They would tap large new sources of funds for hous- 
ing investments. Purchasers of these bonds would not have the prob- 
lems involved in owning or servicing mortgages, but would merely clip 
coupons to collect interest on the bonds. 

We believe labor unions and other institutions interested in coopera- 
tive and nonprofit housing would be prepared to invest large sums— 
from pension and other funds—in the bonds of the mortgage corpora 
tion. ‘These sources have not been prepared generally to ) make invest- 
ments in mortgages because they involve servicing burdens and long 
maturities. 

Thus, the nonprofit mortgage corporation would provide an assured 
source of low-cost financing ‘for cooperative and nonprofit housing. 
This type of low-cost financing would be made available only to co- 
operatives and other nonprofit organizations who could demonstrate 
that they will achieve additional savings—through the use of nonprofit 
and other features. In short, the savings involved in this program 
represent a combination of savings (@) in the nonprofit undertaking 
and operation of the projects; and (4) in the nonprofit financing with 
long-term loans at low interest rates. 

This program would make it possible to meet the housing needs of 
families of moderate income for whom housing cannot now be built 
with the tools available under existing legislation. The projects 
would be limited to the admission of only those families and elderly 
persons whose needs cannot be met without the aid of nonprofit 
financing. 

Senator Sparkman. Thank you, Mr. Krooth. 

Senator Clark ¢ 

Senator Crark. Thank you, Mr. Chairman. 

Mr. Krooth, you are familiar, I think, with the statf report, Income 
and Housing, of this subcommittee which was issued under date of 
January 24? 

Mr. Krooru. Yes, sir; I am. 

Senator Crark. Do you have a copy available? 

Mr. Krootn. Yes, sir; I do. 

Senator Crark. Would you mind turning to page 5 of that study? 
I call your attention to the summary of findings and ask you whether 
you agree that there exists a serious housing short: age in the Nation’s 
cities tod: ay ? 

Mr. Kroorn. Yes, sir: I do—definitely. And I agree with the sum- 
mary findings as set forth which identifies low-income families, mid- 
dle-income families, and families of minority groups and elderly 
persons as among those who are especially hard-hit by these shortages. 

Senator CLrark. Would you agree with the other four summaries 
of findings in there with respect to the status of current production, 
prices, existing Federal programs, and the views of the mayors of our 
cities ? 

Mr. Kroorn. Yes, sir; I do. I feel that the report also substan- 
tiates the reports of the mayors by its references to ee ial that was 
collected by the Bureau of the Census. 
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Senator Crark. Mr. Krooth, do you think that any of those very 
serious conditions as set forth in that report would be substantially 
improved if we were to pass Senate Joint Resolution 38 without 
amendment / 

Mr. Kroorn. I think that the passage of the joint resolution will 
help to maintain the current low volume of housing construction, and 
I think that as the report points out, that there will still be some mid- 
dle-income families served by the present housing program; but the 
bulk of the program will not go to meet these problems. Therefore, 
I feel that amendments to the legislation are in order, in order to carry 
out these purposes. 

Senator CLark. Do you think there is a possibility that if this joimt 
resolution is adopted without amendment, that the net result would 
merely be to have banks and savings and loan associations unload some 
Fannie May mortgages which they already have and put their credit 
facilities thus released into investments other than in the housing 
tield? Of course, the savings and loans could not do it, but a bank 
could. 

Mr. Kroorn. Well, I think that Fannie May has done one thing to 
protect on the unloading of mortgages ace umulated over a long period 
of time. They have said that unless a mortgage has been insured or 
guaranteed within the preceding 4 months, it is not eligible; but there 
will continue to be a substantial volume of those that will be insured 
within the preceding 4 months. I think that as normal prudent busi- 
nessmen, the banks and institutions would certainly turn their mort- 
gages over to Fannie May if the price at which they could sell them 
would be to their advantage. Now, if at the price that they could sell 
those mortgages they could reinvest the proceeds in something else 
where they “would get a larger return, then I think they would do it. 
They would be motivated by what would be profitable, and that is to 
be expected from private business. 

Senator CLark. It is to be expected and is perfectly appropriate, 
and nobody would criticize them for that. 

Mr. Kroorn. Yes, sir. 

Senator Ciark. Then you would feel the benefits of passing this 
joint resolution without amendment would be, shall we say, limited ? 

Mr. Kroorn. That is certainly true. 

Senator CuarK. All right. 

Now, Mr. Krooth, in your opinion is it possible for Fannie May to 
attempt to operate at a profit and still make mortgage money available 
for middle- and low-income groups 

Mr. Kroorn. I think that Fannie May could operate at a profit pro- 
vided that it was able to borrow the money at a rate which was sufli- 
ciently lower than the rate at which it loaned it, so that there would be 
an adequate spread. Now, at the present time my understanding is 
that, under the secondary market operation, the Treasury has loaned 
most of the money to Fannie May, and loaned it at an interest rate 
of 33g percent. Since Fannie May is collecting on the mortgages 
from 414 percent on project mortgages and 41% or 5 percent on single 
mortgages, they have an adequate spread to m: ake a profit. 

Senator Ciark. So that if Fannie May is to continue to operate at 
a profit and still be of some help in the middle-income mortgage mar- 
ket there would have to be legislation which would reduce the rate 
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at which the Treasury was authorized or directed to make Treasury 
money available to Fannie May. Is that right ¢ 

Mr. Kroorn. Yes. If you wanted to provide financing through 
Fannie May—let us say, just to take an extreme example—at an in- 
terest rate of 3 percent, then cert tainly you would have to take meas- 
ures so that Fannie May could get the money from the Treasury at 
a sufficiently lower rate, let us say, 244 percent. Then, they would 
have enough income to have earnings. They also collect fees to meet 
their expenses. 

Senator Ciark. The alternative would be to abandon the concept 
that Fannie May should operate at a profit and make it a straight 
subsidy operation, would it not ? 

Mr. Krooru. Yes. Of course, before 1954 and before there was 
private stock, it was entirely a Government agency. ‘Therefore Con- 
gress appropriately could lay down whatever rules it saw fit as to 
the lending policy. Even now, howev er, it must be recognized that 
the Government has a very large stake in this corporation in terms 
of the preferred stock it purchased and the additional $100 million it 
would purchase under this resolution, and the fact that most of 
Fannie May’s borrowings up to now have been from the ‘Treasury. 

Senator Crark. As a matter of fact, private investment in the 
normal common voting stock of Fannie May has not been particularly 
popular in the housing field, has it? 

Mr. KrootH. If builders and mortgagees want to sell mortgages to 
Fannie May under the secondary market they have to buy the stock. 

Senator Ciark. But they do not look upon it as a prime investment ? 

Mr. Kroorn. That is true. The stock is selling at 50 cents on the 
dollar now. Builders regard it as an additional cost of finance ing. 

Senator CLARK. Perhaps. this committee might give some consid- 
eration to retiring that stock and to putting Fannie May back on the 
basis from which they operated prior to 1954, or would you not advise 
that ¢ 

Mr. Kroorn. I think it is a rather important question of public 
policy. I think the basic fact is that we have today large areas of 
unmet need. If the Government is going to provide the major part 
of financial support to a mortgage institution, I would think there is 
much to be said in favor of having it a wholly owned Government 
institution, so that it can carry out the housing and public policy of 
the country as established by Congress. 

Senator Ciark. Mr. Krooth, is it not a general truth, subject, of 
course, to some exceptions, that at the moment Fannie May is assist- 
ing largely only in financing mortgages for the upper-third income 
group of our population ? 

Mr. Kroorn. I think that the stail report tends to substantiate that. 
I think it is true—let us take early 1956, when we saw sharp increases 
in prices of housing. I think these programs have been largely in the 
upper-income third. I would say two-thirds of it has been above the 
median of the middle-income third. Since Fannie May buys mort- 
gages that are guaranteed by the Veterans’ Administration or in- 
sured by the Federal Housing Administration, I think it follows that 
their operations are probably in that same general area 

Senator CLark. Would you agree then that the present operations 
of Fannie May are making no substantial contribution to alleviating 
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or remedying the conditions which are pointed out in the summary 
findings of the staff report to which I called your attention a few 
minutes ago? 

Mr. Kroorn. I would say they are not making an adequate con- 
tribution to meeting those special needs, but I hasten to add that I 
believe Fannie May is making a contribution to the economy and to 
the housing program. If we did not have some kind of secondary 
market, fac ility, we would have less housing volume than we have now, 
so we are faced with two problems, as I see it. One is the problem of 
assuring that we have a continued volume of housing construction 
and that the economy keeps healthy by having at least a minimum vol- 
ume of housing construction; and then we have the problem of 
achieving a fair distribution of housing to meet the needs of different 
income groups. 

In building housing, are we going to take care of the needs of only 
the upper income groups, or do we not have a responsibility to see 

that some of the housing, a fair proportion, goes to the families that 
need it most ? 

Senator Cuiark. I gather at the moment you would not advocate 
the liquidation of Fannie May? 

Mr. Kroorn. Most certainly not. 

Senator CLarK. Just one or two more questions of Mr. Krooth, 
Mr. Chairman, and I will be through. 

Senator SPARKMAN. Go ahead. 

Senator Clark. Mr. Krooth, I note that you advocate the creation 
of a new nonprofit mortgage corporation which would, through the 
financing of mortgages initiated or created by cooperatives of various 
types, enable the mortgage market to get deeper down into the middle 
income group. I am wondering why you think we have to have 
another Federal agency as opposed merely to converting Fannie May 
into an organization which would serve all such groups, and perhaps 
retire the outstanding privately owned common stock ? 

Mr. Kroorn. We have felt for a long time that it is desirable to 
have a separate agency which is concerned solely with the problems 
of cooperatives and nonprofit housing, just as the Rural Electrifica- 
tion Administration was concerned only with bringing cheap elec- 
tricity to rural areas. An essential element in these programs is 
Mave ring and helping people. Part of that philosophy and spirit 
vould be generated by a separate agency dedicated to a special pur- 
pose, and not diverted by many onietinn demands. 

In addition, if we had a non profit mortgage corporation to meet 
these needs, we could have Fannie May continue to operate as a profit 
corporation serving the other need, namely, to maintain a reasonable 
volume of housing construction and liquidity of mortgages. The non- 
profit mortgage corpor ation would do the job ot oamane non profit 
and cooperative housing. It would be concerned with promoting the 
public interest in housing. 

Senator CLark. And then everybody would be happy? 

Mr. Kroon. At least we would be happy. 

Senator CLarK. Just one final question, Mr. Krooth. I noticed 
that it seems to be your view—and check me if 1 am wrong—that. the 
only really practical way of getting mortgage money available down 
into the bottom of the lower middle group would be through the 
operation of the cooperative principle. I take it you do not hold out 
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much hope of any feasible way of getting mortgage money available 
to lower middle income groups, except through the use of the 
cooperative principle. Am I misquoting you? 

Mr. Kroorn. Well, I say this, sir: That if there is a limited amount 
of money to be made available for this program of longer term financ- 
ing at lower interest rates. Then I think that this limited amount 
of money should he used in the area where it would do the most good. 
The area where it will do the most good would be cooperatives and 
nonprofit housing, because those programs generate additional sav- 
ings besides financing savings. 

On the other hand, if Congress felt that it was desirable to take bold 
action and provide not merely 25,000 or 50,000 units, but several 
hundred thousand units, and if it wanted to accomplish the job of 
reaching this number of families throughout the country and to do so 
with reasonable speed, a program could be accomplished by legisla- 
tion which would make long-term, low-interest-rate money available 
to individuals to buy and build their own homes. 

Senator Ciark. Mr. Krooth, do not even the most conservative 
prognosticators agree that there will be a minimum of 400,000 homes 
or housing units not built this year which ought to be built; and there 
are some who think a million ought to be built ? 

Mr. Kroorn. Yes. I would agree with that. 

Senator Crark. Thank you, Mr. Chairman. That is all I have. 

Senator Sparkman. Mr. Krooth, you mentioned the possibility of 
3 percent debentures. Do you have any hope that 5 percent debentures 
could be sold now? 

Mr. Kroorn. I think that the 3 percent debentures would be hard 
to sell now. What I mentioned was the example of 3 percent on loans 
of the nonprofit mortgage corporation to cooperatives. I think that 
the bonds of the nonprofit mortgage corporation would sell at about 
the same rate as Government bonds would. I think that the pension 
funds and labor organizations, because of the purpose for which the 
money would be used, would take a special interest in buying these 
bonds; but I do not believe they would buy them at a rate which 
would be well under the market. 

Now, as to what the market would be currently on the bonds taking 
into account the cooperation of labor organizations and pension fund 
investments, I would think you might sell them at an interest rate of 
514 percent. 

Senator SparkMAN. Then how could you make the 3 percent loans 
unless you made them from Treasury funds? 

Mr. Kroorn. Well, that is right. I am not so much of a pessimist 
as to feel that the tight money market is going to be with us for the 
next 20 or 30 years. I think that during the initial start of the pro- 
gram, the Treasury might make money available at a rate of approxi- 
mately 3 percent. The average cost of money to the Government on 
its entire debt today is 2.63 percent. In order to serve the public inter- 
est, the Treasury could make money available at the average cost of 
money to it on its entire debt. The mortgage corporation would not 
make its flotations of debentures until the market improved. 

Senator SparkMAN. Of course, we do have some Government. pro- 
grams that lend money at a price lower than the cost to the Govern- 
ment. I believe the Rural Electrification Administration still carries 
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the 2 percent loan. I think our reclamation projects are repayable, 
part of them, at a very low interest rate. 

Senator CLark. Some of the disaster loans do too, as you well know, 
Mr. Chairman. 

Senator Sparkman. Yes. I want to say, Mr. Krooth, I think you 
have outlined an excellent program, but we must face some of the 
realities of the current economic situation. 

Let. me ask you this: Of course, you realize that the legislation 
which is before us is intended to meet an immediate need. I do not 
like to use the word “emergency,” but it is to meet an immediate need 
anyhow. The program you outline in great part is one that represents 
more basic legislation; in fact, it would establish a new program. 

You would not advocate, I suppose, our trying to enact a new pro- 
vram as part of this resolution, but you present it to us for the purpose 
of considering it in connection w ith any overall housing legislation we 
may have during this session of Congress. 

Mr. Kroorn. Yes. I would say that in the discussion of the new 
nonprofit mortgage company, my purpose was to give perspective 
and to point out the additional solutions required on “this problem of 
housing. As I said to Senator Clark, I believe that with everything 
we would do to the Fannie Mae legislation, there would still be large 
areas of unmet need. I felt a responsibility to identify how that need 
might be met. However, on this particular bill, which would make 
additional authorizations available, I think it would be a mistake to 
pass this bill without making the amendments to make additional 
funds available to Fannie Mae for special assistance functions. When 
we speak in terms of emergency, there is an even greater emergency 
so far as the cooperative housing authorization is concerned. That 
authorization is entirely exhs wusted now. On the other authorizations, 
it is anticipated the at they will be exhausted within the near future. 
and undoubtedly Fannie Mae wants to get the increased authorization 
before those authorizations are exhausted. 

So I would feel that the various amendments suggested to Fannie 
Mae should appropriately be a part of this legislation. 

Senator Sparkman. I certainly go along with you so far as the 
additional authorization for special assistance funds is concerned. 
Certainly we do not want to leave one part of Fannie May depleted, 
while replenishing the other part. 

By the way, you remember, I am sure, that this committee last year 
recommended the par purchase of special assistance mortgages. 

Mr. Kroorn. Yes, sir. 

Senator SparkMAN. And the Senate passed it. I believe the House 
had no requirement, and in a conference between the two Houses we 
came out finally with 99, 

Mr. Kroorn. Yes. I remember that. 

Senater Sparkman. I did some hurried figuring while you were 
giving vour testimony about the additional charges of financing caused 
by discounts, which you estimate at the present at 914 pere ont If my 
figures are correct, on a $10,000 mortgage, over a per iod of 25 vears, at 
114 percent, it would make the effective interest rate a 6 percent. 

Mr. Kroorm. That is an interestin 12 point. 

Senator SparKMAN. So what we are actually doing then with the 
home buyer, assuming that these discounts are eventually passed on 
to the buyer—and they have to be in one way or another, do they not ? 
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Mr. Kroorn. That is true, sir. 

Senator Sparkman. If added value is put in the house, the buyer 
will have to pay for it. If it is not put in, there are going to be some 
shortcuts, because the builder cannot assume the loss resulting from 
discounts. 

Mr. Kroorr. That is correct. 

Senator SparkMan. You would advocate our giving Fannie May 
the additional authorization because you feel that we must have a 
Fannie May operation. 

Mr. Kroorn. Yes; I do. 

Senator SparkMAN. Let me say that I think you have given us a 
very fine statement with some very fine suggestions, both with refer- 
ence to the immediate situation and the formulation of a better overall 
program. 

By the way, do you recall that in 1950 I sponsored a bill that would 
have established a National Mortgage Company ? 

Mr. Kroorm. Yes, sir; and what you sponsored is prec isely what J 
have been talking about here today. I think that if your bill had 
been passed, we would have reached down into this middle-income 
third and provided those families with housing which they need. 

Senator SparkKMAN. You remember that this committee reported 
it favorably ? 

Mr. Kroorn. Yes; I remember that. 

Senator SpARKMAN. And in the Senate we lost by five votes, as I 
recall it. 

By the way, I suppose you also recall that the present section 215 
for cooperatives really grew out of that defeat / 

Mr. Kroorn. Yes. 

Senator SparKMAN. Section 213 was a substitute measure adopted 
in the hope that it might reach, or be made to reach, the low- and 
middle-income groups. 

Mr. Kroorn. | think it has made a substantial contribution. 

Senator SparKMAN. It has been liberalized from time to time. 

Mr. Kroorn. Yes. 

Senator Sparkman. I think there are real possibilities in section 
213. I think it needs some changes, and some of them you have very 
clearly pointed out. 

Senator Douglas, Mr. Krooth has just concluded a very fine state- 
ment that I hope you will find the time to read, but I wondered if you 
wanted to ask him some questions now. 

Senator Doveras. First, let me express my apologies for not having 
been here earlier. I was detained on other matters. 

Your statement on page 5 of your testimony, the next to the bottom 
paragraph, draws on the recent study, Income and Housing, by the 
staff of this subcommittee. On page 88 of the report there is a table 
showing the income distribution of families that purchased new FHA 

insured homes in 1955. 

The computations I have made indicate that nearly two-thirds of 
the FHA-insured homes were for families in the upper third of the 
population. ‘That is substantially your statement? 

Mr. Kroorn. Yes. Table 11 shows that about 30 percent of the 
homes reach families with incomes under $400 per month. 

Senator Doveras. That would mean that little more than one-third 
of the homes would be for the lower two-thirds and since, I presume, 
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there are virtually no new homes built with FHA assistance for the 
lowest one-third of the population that two-thirds of Federal Housing 
Administration effort is for the upper one-third, one-third for the 
middle third. 

Mr. Kroorn. Yes, sir. This table shows that two-thirds of the 
housing is for families which earn more than $400 per month. 

Senator Dovenas. Therefore, the benefits of the Federal Housing 
Administration go predominately to the upper income group. 

Mr. Kroorn. I believe that is a correct statement, sir. 

Senator Doveras. Do you not. think this situation should be rem- 
eclied ? 

Mr. Krootn. Yes: Ido. I believe that when we have underlrying 
Federal guaranties or insurance of mortgages, as we have under the 
Federal Housing Administration system and the Veterans’ Adminis- 
tration system, and when we have most of the money that is going into 
Fannie May coming from the Government, steps should be taken to 
assure that these Government-assisted programs will serve the public 
interest. This means action to take care more largely of families who 
are in the middle-income third. 

Senator Doveras. J have been studying that report—which I think 
is excellent—and it would seem to me that the major portion of the 
benefits of Fannie May, insofar as the benefits go to the home builder 
and homeowner, go to that segment of the population which, on the 
whole, needs these benefits the least. 

Mr. Kroorn. Yes. At the same time, I do feel that we need a sec- 
ondary market operation to help maintain housing volume and some 
liquidity in the sae 5 market. 

Senator Doveras. I know, but is it not true that the benefits of the 
Federal Housing Administrs ation largely go to higher-income groups, 
which on the whole are best able to take care of themselves. 

Mr. Krooti. I think that is true, sir. 

Senator Dovenas. Do you have any observation as to the type of 
mortgages that Fannie May holds in contrast to those held by private 
real estate financing groups? 

Mr. Kroors. I have not had occasion, sir, to make any study of 
that. 

Senator Doveras. I asked to have some studies made, and we can 
develop that this ae noon; but would you be surprised if we found 
that on the whole the quality of the mortgages held by Fannie May 
was inferior to those held by private institutions? 

Mr. Kroorn. No. I think if a private institution has 2 mortgages 
and they are going to sell 1 of them, they would doubtlessly incline 
toward holding what they regarded as the better one. 

Senator Doverias. The bill which we have before us aims, T believe, 
to put $1 billion into the housing segment of the economy. Is that 
true? 

Mr. Kroorn. That is right. 

Senator Doveras. It is to pump $1 billion worth of credit into the 
housing segment of the economy. If this is done, why should we not 
channel it in those directions where the need is greatest? 

Mr. Kroorn. I believe, since most of the money in the Corporation 
is Government money, and so long as the Government continues to 
hold so large an amount of the preferred stock of the company, that, 
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as a preferred stockholder and as the agency which is putting up most 
of the loan money, it would be appropriate to attach reasonable condi- 
tions. I think in attaching those conditions steps should be taken to 
assure that the people who own stock in Fannie May are not hurt. 
Basically, all of the mortgages that are purchased will be insured or 
guaranteed, so that those mortgages, if held, will not result in any 
loss to Fannie May. 

For example, if we were talking about freezing the interest rate 
and saying that Fannie May was to buy GI mortgages at 414 percent, 
and they were to buy those mortgages at par under the ‘secondary 
assistance program instead of buying ‘them at 941/ 6, the question would 
properly arise as to the result of such action. Well, the result of it 
would be Fannie May would then have a 414 percent interest security 
in its portfolio. If it held it to maturity, it would collect the principal. 
If anything happened and if it went into default, the Government 
would stand behind it—either the Veterans’ Administration or the 
Federal Housing Administration. The liquidity of its portfolio 
would have been adversely affected, but is there any necessary reason 
why its portfolio needs to be liquid? If Congress directs that they 
want the Fannie May to buy these mortgages and not to resell them 
except at par, and if the Government is prepared now—as they have 
done largely up to now—to say, “We will make the money available 
for you to buy them at an interest rate where you will not be losing 
money,” then the result. would be a reasonable protection for Fannie 
May. Currently Fannie May is getting money from the Treasury at 
33¢ percent. If Fannie May bought 414 percent mortgages, it would 
have a spread of over 1 point, and it would make money at that rate. 

So assuming that all of the other protections and precautions were 
taken at the same time, I would see no reason why—even in the sec- 
ondary market operation—you could not lay down some conditions. 

Senator Doveras. The very fact that it is intended to be placed 
in Fannie May means these are to be more or less permanent invest- 
ments of Fannie May, and that the mortgages purchased are not 
later to be sold, or at least a major portion are not to be resold. 
However, there is to be a sedimentation process, so to speak, in which 
perhaps the better ones will be sold off to insurance companies and 
the like, but the other ones will sink down to the bottom and constitute 
a permanent investment of Fannie May. Is that not true? 

Mr. Kroorn. I think there is one thing that would have to be 
recognized. If Fannie May were buying ‘the mortgages at a price 
under the market—if they were buying GI mortgages with a 414 
percent interest rate and paying 100 for ‘them, I think they m: iy have 
to hold those mortgages until maturity, unless the market improves, 
because they would not want to resell them at a loss. 

But I see nothing wrong with that, provided that the money is 
coming from the Treasury as loans at an interest rate which will make 
it possible for Fannie May to continue to be able to pay dividends and 
meet its obligations. 

Senator Doveras. If we can get the discussion back a little to the 
point where it was before, in going over this study I have been im- 
pressed with this fact: that as valuable as the I ‘ederal Housing Ad- 
ministration has been, from the standpoint of need it has not been 
getting down into the middle segment of our population, and that 
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Was lmportant that it should. We have rising building costs and 
rising mortgage amounts which may be going up faster than the 
incomes of people, so that there is no tendency, as I can see it—and the 
figures stop in 1955—there is no tendency to get down into this middle 
third of the population. 

I find myself reluctant to pump more money into the section of the 
population which needs it the least. 

I am also inclined to believe that from the standpoint of the in- 
dustry—and I would like to get your views on it—from the stand- 
point of the industry, unless it does get down into the middle third it 
is likely to find that there is a low volume of demand. 

I did not go to the recent convention of the home builders in 
Chicago, but I read the accounts in the newspapers, and I believe our 
distinguished chairman spoke at that convention. The accounts in 
the newspapers seem to indicate that large segments of the industry 
were gloomy, and they a. they were pricing themselves out of the 
market in spite of all the Federal aids which have been given. 

While the primary purpose of the housing program should be to 
provide housing and not necessarily a bonus to an industry, I would 
like to ask you this question: For the permanent pros] verity of the 
building industry, is it not essential that they get down into this 
middle third 4 

Mr. Kroorn. I certainly feel that is the big market and the big 
area of demand. If through more favorable financing terms it would 
he possible to produce housing for that area, it would be healthier for 
the industry. 

Parenthetically, | hasten to say that I am not appearing here as a 
spokesman for the industry, and I do not want—— 

Senator Dovetas. I understand. 

Mr. Kroorn. I do not want to be in the position where anything I 
say is other than my opinion and the view of the National Housing 
Conference, and—— 

Senator DoveLas. You speak of more favorable financing terms. 
I suppose the only ways you could get more favorable financing terms 
would be either, first, a lower rate of interest, or, second, a longer 
amortization period. 

Are you advocating both of these ? 

Mr. Kroorn. I think that both programs are sound programs. I 
think there is no magic about how we can get the cost of housing down. 
We can exhort builders to put up cheaper homes, but if the cost of 
materials is going up they are just not going to be able to get down 
lower by reducing construction costs. And, therefore, the one thing 
we can reduce is financing costs—both the cost of getting the finane- 
ing, which involves these large discounts, and the monthly cost of 
carrying the mortgage. And I see nothing wrong, as a matter of 
public policy, if a program were limited to serving families in the lower 
segment of the middle income third, to say that the loan should be at 
some fixed rate of interest, which is 314 percent or even 3 per cent; nor 
clo I see any obstacle to a period of amortization, which, instead of 
being 25 or 30 years, is extended to 40 or 50 years. 

Senator Douctas. Well, now, Mr. Martin has just testified before 
the Joint Economic Committee justifying high interest rates. The 
implication is they may go even higher. And there is great pressure 
upon us to raise the interest rate on VA-guaranteed loans to 5 percent. 
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You are proposing to reduce the interest rate to 314 percent. How 
would you do that ? 

Mr. Kroorn. Well, the reduction in interest rate would be tied in 
with a program which would limit the beneficiaries to people who are 
in the middle income third. 

Now, as to how it can be done: one method, which would keep us 
out of the FNMA framework, would be to set up this nonprofit mort- 

gage corporation. It would be entirely a Government institution. It 
would make loans and provide financing with one objective in mind- 
to meet the needs of people whose needs are neglected under other pro- 
grams. Such a nonprofit corporation could be set up, with the 
Government subse ribing to preferred stock in the corporation and with 
the Treasury lending money to it at some reasonable rate of interest. 
The nonprofit mortgagor corporation would relend the money at rates 
of 3 percent or 314 percent, or whatever percent Congress determined 
Was necessary to serve this need, and with whatever period of amor- 
tization was required, consistent with the useful life of the property. 

Now, that is one way to do it. It is the way of setting up a special 
agency which would do that job of making loans to cooperatives and 
nonprofit housing corporations. If there was a big enough job to be 
done with enough money available, I would extend it to cover sales 
housing as well. 

But in covering sales housing I would impose a limit that the only 
people who would be eligible would be those who were within this mid- 
lle income third. 

Senator Doveras. Well, we of the committee are really in a very 
difficult position. There are many of us who want to make money 
available to those who actually need the housing, and some want to 
make money available to those who can prov ide housing for them- 
selves; yet we do not want to pump excessive credit into society, nor 
do we want to disrupt the system of real estate financing. 

What do you think the savings and loan associations and the banks 
and the insurance companies would say to this proposal for a non- 
profit Government corporation borrowing at an average rate of in- 
terest, say 3 percent, charging half of 1 percent for administration, 
lending at 314 percent, when 5 percent or more is being charged on 
other mortgages / 

Mr. Kroorn. I think they have made their position clear in the past 
to this committee. I think that basically the test is whether this pro- 
gram would serve a group that existing facilities are not now serving. 

I am not proposing that any program of this type be established 
which would in any way supplant the building and loan or mortgage 
ante or investments of insurance companies and others. There 

sa big job-for them to do and, to the extent they can do that job, we 
wah them Godspeed. 

But to the extent that a job is not being done, and to the extent that 
there are people in this Nation who need this housing, then T say that 
it is entirely appropriate to set up an agency with a plan of financing 
which is directed toward meeting the needs of those people. 

Senator Doveias. Now, am I taking too much time, Mr. Chairman / 

Senator Sparkman. You go right ahead. Not at all. 

Senator Dovenas. I notice that you make the point that except for 
the authorization for cooperative housing the funds under the special- 
assistance programs have not been really utilized. Is that 
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Mr. Krooru. Yes; only $50 million have been committed or used 
so far. The President in his budget message indicates that he antici- 
pates that there will be a stepup in the use “of it, because he is asking 
for a $200 million increase in that authorization. 

But as of now, only $50 million of those other funds have been 
committed or used, and that is against total authorizations of $950 
million, whereas 

Senator Dougias. How do you account for that discrepancy be- 
tween the amounts which we authorized upon the recommendation 
of the Housing and Home Finance Agency and the amounts which 
have actually been committed? It looks to me as though the moun- 
tain has labored and brought forth a very small mouse. 

Mr. Kroorn. I think perhaps the Agency could answer that question 
better. I believe that it is due in part to the fact that a big part 
of that authorization was for urban renewal and rehabilitation, and 
another part for the armed services, and it may be that those pro- 
granis move more slowly than others. 

Senator Douanias. Is not housing needed in the urban renewal and 
rehabilitation field ? 

Mr. Kroorm. Oh, yes; definitely. 

Senator Douetas. And yet, virtually nothing has been done in that 
field ¢ 

Mr. Kroornu. Well, very little of this money has been used for 
thie 

Senator Dovenias. Mr. Chairman, [ think we ought to ask the 
Agency to give an account this afternoon, when, I believe, it is to 
testify 

Senator CLrark. ‘Tomorrow. 

Senator SpaARKMAN. Tomorrow afternoon. 

Senator DovueGias. Or tomorrow. As to why they have not made 
commitments. Are the representatives of the agency here? You 
generally have scouts here. Are here any scouts from the agency in 
the room ¢ 

Mr. Roserr Rep. Yes. 

Senator Doug as. Will you carry the message back that tomorrow 
we want en accounting as to why there has been no action on urban 
renewal and rehabilitation? Will you carry the message to Garcia? 

Mr. Retp. Yes, sir. 

Senator Doveias. Now, Mr. Krooth, one more question. Many of 
us have been concerned about the needs of specific groups—Negroes for 
instance—who seem to find it very difficult to get loans under FHA. 
[ am speaking of sections of the Negro population which have income 
enough to get housing if it is financed as housing for white people 
in comparable income groups are financed. Do you have any idea 
of some of the difficulties those people face / 

Mr. Kroorn. Yes, I do. 

Senator Doveias. Does FHA in general help them ? 

Mr. Kroorn. Well, on the subject of FHA and FNMA in relation 
to minorities, I certainly feel that is an area which requires a great 
deal more attention and emphasis than it has received in the past— 
and here I am speaking particularly of FNMA. 

I am somewhat at a loss to understand why, as of this date, not $1 
of this special assistance fund has been made available for housing 
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available to minorities. The Senate committee, when they initially 
authorized special assistance, indicated that this was one of the special 
assistance categories they had in mind. 

Senator Doveras, May I ask the representative of the Agency if 
he will take note of this point? We want an answer as to “why no 
money has been committed for that purpose. Are you authorized to 
speak for the Agency now? 

Mr. Rei. We expect to appear tomorrow, Senator, and we will be 
prepared to answer your questions tomorrow afternoon. 

Senator Dovetas. The problem of the aged is a real problem, but 
do you think we have paid enough attention to that group ¢ 

Mr. Kroorn. There is $20 million of the special assistance fund 
that has been made available for that. As you know, the last. act of 
Congress on housing made some special provisions for the elderly. 
That program is moving along slowly. 

I have a feeling that with this program, as with the program for 
families in the middle-income third, we need more favorable financing 
terms. I just honestly feel that the terms of financing avail: wip for 
elderly persons will produce houses beyond their financial reach in 
most cases. 

Senator Doveras. The same would be true of cripples? 

Mr. Kroorn. Yes. Any people who are living on fixed returns. 
either retirement or allowances, have felt the full impact of the rising 
cost of living. If we are going to provide them with housing, we 
have to take some special measures to see to it that homes are pro 
duced for them. 

Senator Dovetas. As I go through many developments in and 
around Chicago I am struck with the fact that they were perhaps 
adapted for the f: amilies when they had 1 or 2 children. But the birth 

rate is exploding. and 3- and 4-children families are becoming quite 

common, and more tebe are needed. 

Do you think that the housing program has taken enough cogni- 
zance of the needs of large families? 

Mr. Kroorn. Well, specific ally, under FNMA we have found that 
the mortgage limits are not feasible when we take into account the 
larger cost of producing houses for larger families. When the house 
built for a larger family involves more than six rooms, the mortgage 
limit in the FNMA statute is too low to take care of those mortgages. 

So that our feeling is that if there is housing that involves an 
average of more than six rooms, then in such cases, if larger families 
are to have the benefit of FNMA, there should be a highe r mortgage 
amount computed on the per room basis that is in the statute. 

Senator Doveras. There is one final cautionary word I want to 
throw out. ‘You frighten me a little bit in talking about lengthening 
the period of amortization from 25 and 30 years to 40 and 50 years. 

About 6 weeks ago I flew over one the large building developments 
on Long Island. There was a fog, so I went around and around this 
building development for about 3 hours and looked down upon it. 
Naturally, I began to think: What will happen to this development 
in 25 years or so? Will it become a suburban slum 4 

In recent days a descendant, a collateral descendant, of John Keats 
has written a book. I am told the title is “The Crack in the Picture 
Window.” I have merely read the reviews of the book; I have not 
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vead the book itself. It advances the argument that in about 20 years 
we will have a whole series of suburban slums. 

If you have a 40- or a 50-year period of amortization, will you have 
the physical or social value there when the building is in a very 
obsolescent state ? 

Mr. Kroorn. Well, I think that in no instance should the mortgage 
be for a period longer than the estimated useful life of the property. 

Senator Doveras. That is right. 

Mr. Kroorn. Now, the useful life of the property depends on good 
maintenance and upkeep. If there is a well worked out program— 
under FHA there is a requirement that the owner set aside money 
on these projects for repairs and replacements—and if there is proper 
maintenance and replacements, then at the end of 40 or 50 years the 
housing will still be good for another 40 or 50 years. It is a question 
of the way in which the houses are built and maintained. 

That is another reason why we have supported cooperatives or non- 
profit housing where the entire incentive is to build well for the people 
and to maintain well, from year to year, to protect the peoples’ invest- 
ment. in the housing. 

IT am not frightened at all by a 50-year period of amortization. I 
think it is conservative. I know that Senator Sparkman observed, 
because he told us when he returned from Europe, some interesting 
experience abroad with periods of amortization and the life of 
buildings. 

Senator CLtark. Would the Senator yield for one question ? 

Senator Doverias. Of course. 

Senator Ciark. Mr. Krooth, who determines under existing law the 
useful life of the property on which a Fannie May mortgage is even- 
tually placed ? 

Mr. Kroorn. Well, since all mortgages that are purchased by 
FNMA must either be guaranteed by VA or insured by FHA, those 
agencies would make the determination that the property that is in- 
volved would have a sufficient useful life and would be adequate secur- 
ity under the mortgage. 

Senator CriarKk. Their history has been rather conservative in that 
regard; has it not? 

Mr. Kroorn. I think, by and large, they have tried to follow what 
Congress has laid out. Where Congress, in certain programs like 
cooper ative housing under section 213, authorized a 40-year amortiza- 
tion, FHA has ace epted mortgages on a 40-year basis, provided the 
houses were such that FHA could determine that they would have that 
useful life. 

Senator Crark. Thanks. 

Senator Doveias. Thank you very much, Mr. Krooth. 

Mr. Chairman, I apologize for taking so much time. 

Senator SparkMAN. I think you did a very good job. Some of your 
questions I would like to comment on, but I shall not take the time at 
this point. 

I will say this: Since you have referred to the meeting of the Home 
Builders in Chicago at which I spoke, a couple of days before I spoke 
there, the retiring president, Mr. Haverstick, addressed the convention 
and, according to the newspaper reports—I did not see his actual 
manuseript— he said that the day of the house priced below $15,000 
Was practically gone. 
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I referred to that in my talk. I said, if that was the attitude they 
were taking they were narrowing their market to such an extent that 
it would mean inevitable suicide for the building industry. 

I called attention to the fact—although my statistics may have been 
a little old, but not too old—that 80 percent of the income-tax collec- 
tions come ‘from people with incomes of $5,000 and below. I think this 
is a pretty fair indication of where the mass market for housing really 
lies in this country. 

In a press interview later I said that we simply had to push for 
lower cost housing, that we needed to get down to a level of great 
production of $8,000 to $10,000 housing. 

By the way, I have had some very good letters from different parts 
of the country, from builders w ho told me they were building that 
type of housing. So I hope that we may have enough urge or pres- 
sure from the public need to get into the type of housing that the big 
market needs and can afford. 

Mr. Krooth, again I did some hurried figuring. I do not vouch 
for its accuracy, but I figure that a 40-year mortgage of $10,000 
at. 5 percent could be paid off at the rate of $41.67 a month. 

So far as being afraid of time, you made reference to the comment 
I made after our subcommittee in 1949 went to the Scandinavian 
countries to study cooperative housing. We were talking with bank- 
ers, private bankers, who bought the mortgages. 

These bankers were handling mortgages on housing i In Sweden and 
Norway of a hundred years. We all wrinkled our foreheads con- 
siderably when they said that. One of the bankers, private bankers. 
said to us: “What difference does it make? The house will last that 
long. We can show you houses out here that are 800 years old.” 

Senator Dovenas. Stone. 

Senator SparkMAN. They were houses. But there is another inter- 
esting thing for us to keep in mind. I believe statistics show that at 
the present time the life of these mortgages, the actual life, is about 
7 years, regardless of the term for which ‘they are written. They are 
usually paid off, refinanced, the property sold, or something done with 
them on an average of 7 years. And the chances are that even a 40- 
year mortgage w ould be handled in the same w ay. 

Senator Doveras. I may say that I do not expect to pay off the 
mortgage on my house in 7 years. It is going to take me at least 
20 and probably more. 

Senator SparKMAN. You ought to be in favor of long-term mort- 
gages then. 

Thank you very much, Mr. Krooth. 

Mr. Kroorn. Thank you, sir. 

Senator-SparkMan. Mr. Campbell is the next witness. Mr. Wal- 
lace Campbell. We are glad to have him with us. 

Following Mr. Campbell we are supposed to hear from Mr. Bert 
Seidman, and that would conclude this morning’s hearings. 

Then it is the proposal to meet back here this afternoon at 2 o'clock, 
at which time Mr. Sam Neel, of the Mortgage Bankers Association : 
Mr. George Goodyear, president of the National Association of Home 
Builders; Mr. John Williamson, of the National Association of Real 

(state Boards; and Mr. George Price, president of the Prefabricated 
Home Manufacturers Institute, will be here. 
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I have an appointment at 12:30, so I hope we can move along. 
Naturally we will move more speedily with the next two witnesses 
than we did with the first because he took a lot of questioning that 
ordinarily would be spread out. 

Weare glad to have you with us, Mr. Campbell. 


STATEMENT OF WALLACE CAMPBELL, DIRECTOR OF THE WASH- 
INGTON OFFICE, COOPERATIVE LEAGUE OF THE U. S. A. 


Mr. Camppe.t, Thank you, Mr, Chairman. We were very happy 
that Mr. Krooth was our first witness, because he— 

Senator SparkKMAN. Was a shock absorber ? 

Mr. Camprett. We felt he could take many of the questions we 
might not be competent to answer. 

My names is Wallace J. Campbell. Iam director of the Washington 
office of the Cooperative League of the U. S. A. The Cooperative 
League, as this committee knows, has a long and continuing interest in 
the development of cooperative housing in the United States and 
has a record of continuing support for a national-housing program 
which will achieve the goal of providing a livable home for every 
American family. 

The Cooperative League is a national federation of consumer, sup- 
ply, and service cooperatives. Its affiliated member organizations 
include in their membership approximately 13 million different 
families who own cooperative businesses of various kinds through 
which they obtain farm supplies, insurance, consumer goods, electric 
power, savings and credit, health services, housing, and other needs. 

Your committee has before it for consideration today Senate Joint 
Resolution 38 sponsored by Senator Capehart and designed— 
to enable the Federal National Mortgage Association to give additional assistance 
in relieving the shortage of residential mortgage funds. 


We wish, on behalf of the Cooperative League of the U.S. A., to 
indicate our general support of the resolution and to urge its adoption 
with amendments to provide additional assistance to housing in the 
special-assistance program as well as the secondary mortgage field. 

It will be self-evident to this committee that the crisis faci ing the 
housing industry is just as great or greater in the fields where Congress 
has alres ady authorized special assistance than it is in the commercial] 
field where the builders, financial institutions, and others concerned 
with housing have well-established markets and procedures and sources 
of capital at their command. 

In this special-assistance program are housing for the military terri- 
tories, renewal areas and relocation, disaster areas, minorities, and 
cooperatives. 

Senator SparkMaAN. I think you intended a comma between “mili- 
tary” and “territories,” did you not ? 

Mr. Campsety. It probably should be “military areas.” That is, 
in areas where there are military installations. 

Senator SpaRKMAN. I see what you mean. The reason I asked about 
territories is that we do have it for our Territories. 

Mr. Campse.u. It probably should say “areas” where military in- 
stitutions are predominant—— 

Senator Sparkman. All] right. Military areas. 
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Mr. Campset.. And where there is a great need for more permanent 
facilities for military men with families. 

The Congress has recognized the fact that even in normal times 
it is more difficult for housing of these types to secure mortgage money 
than it is for other housing. In a tight money market, this difference 
becomes even more acute. 

The recent study which your committee has issued on income and 
housing points out that the majority of the mayors of American cities 
who answered your questionnaire indicated that the greatest shortage 
of housing today is for middle-income families. Out of a total of 
108 mayors, 83 pointed out the need for measures which would provide 
adequate funds on favorable mortgage terms providing assistance to 
middle-income familities which can be provided for most. effectively 
through nonprofit rental and cooperative homes. 

Your committee staff has assembled specific illustrations showing 
the areas in which the mayors are appealing for such types of assist- 
ance. 

Another fact to consider in the present housing emergency is the 
fact that in each of the last few years the average sales price of new 
homes has been creeping upward. As a result, there is an increasing 
need to build lower-cost homes under types of mortgage financing 
which will make homes available to people in the middle-income 
bracket. 

The cooperative housing program now being carried forward under 
the Federal Housing Administration is cutting as much as $20 per 
month per unit from the costs of basic housing for c ompar able homes 
built under other provisions of the FHA program. ‘This feature of 
cooperative housing makes it possible to reach more of the people 
would be ac complished by providing for purchases of mortgages at 
it holds down the costs of housing for people where that need is most 
critical. 

The Cooperative League is happy to associate itself with four 
proposed amendments to Senate Joint Resolution 38 which would 
make additional funds available for the middle-income housing pro- 
gram under this resolution. The four amendments have been sub- 
mitted for consideration by this committee by David L. Krooth, rep- 
Sat the National Housing Conference. They are as follows: 

To eliminate discounts and provide reasonable charges. This 
onal be accomplished by providing for purchasers of mortgages at 
par and limiting the FNMA service fee to not over 1 percent of the 
unpaid principal amount of the mortgage. 

The return to FNMA in fees and interest would still be adequate 
to repay all of the costs as well as repaying the Federal Government 
with interest for the money loaned. Please bear in mind that this 
service of FNMA was established by the Congress as a special assist- 
ance program and was not designed either to produce revenue for 
the Federal Government or to follow the market for mortgages. It 
was created to provide a source of mortgage money for the types of 
housing the Congress feels are in the greatest need. 

_ To adjust mortgage loans for larger homes and for high-cost 
areas. The Federal Housing Administration which insures the mort 
gages to be purchased by FNMA has a carefully worked out scale of 
mortgage commitments which takes into account the differences in 
costs of construction in higher cost areas of the United States. Pro- 
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vision is also made for the higher cost where a larger number of bed- 
rooms are provided for larger families. Unfortunately, the FNMA 
ceiling makes no provision for these two factors. The amendment 
would use the accepted FHA standard rather than the articificial 
ceiling established by FNMA. 

One of the essential features of the cooperative housing program, 
for instance, is that families are purchasing their own homes for 
family living and not for speculation. There is a terrible shortage, 
particularly in the multifamily housing field, for 3-bedroom and 4-bed- 
room apartments or homes for larger families. 

3. To increase the authorizations for the purchase of mortgages on 
cooperative housing. Last year the Congress authorized FNMA to 
make advance commitments to purchase up to $50 million worth of 
mortgages for FHA 213 cooperative mortgages. These funds have 
already been exhausted and there is a great need for additional funds 
in this field. 

Incidentally, in the questioning of Mr. Krooth, it may not have 
been clear that of the amount authorized for FNMA to use for special 
assistance that all of the money authorized for section 213 cooperative 
housing has been used. The place where FNMA has not used it is in 
other fields. 

Senator CLarK. Could I interrupt for a second ? 

Mr. CAMPBELL. Yes. 

Senator Ciark. Can FNMA, despite the using up of that quota, use 
its general funds for further loans in cooperative housing, or are they 
now stopped so they cannot make any more lwans? 

Mr. Campseu. It is conceivable they could be used, but with the 
types of charges and discounts that are put into effect you actually 
price a cooperative out of the market. 

Senator CLark. So, as a matter of fact, cooperative housing lending 
has come to a halt as of this moment ? 

Mr. Camppsett, That is right. 

Senator CLarK. Thank you. 

Senator Doveias. How big a backlog, Mr. Campbell, is there of 
applications ? 

Mr. Campseu. That is spelled out later in my testimony. 

Senator Dovetas. All right. Excuse me, 

Mr. Camppeti. Thank you. 

The amendment suggested would authorize $350 million instead of 
$50 million as the legislation now stands. The amendment would 
also raise the limit for each State to 10 percent of the authorized mort- 
gages purchased, thereby assuring that no one State or small group 
of States would monopolize the available funds. There are coopera- 
tive housing projects in 26 States already under this program. So 
that adequate assurances should be given for widespread use of the 
available funds. 

The amendment also provides a safeguard for consumer-sponsored 
cooperative projects so that the funds will not all be used for builder- 
sponsored projects. I would like to elaborate on this phase of the 
amendment later. ; : 

4. To provide construction financing where it is not available, Un- 
der present procedures FNMA issues a commitment and purchases a 
mortgage on completion of a property even though the FHA insurance 
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covers both construction financing and the permanent mortgage. The 
amendment would allow the use of FNMA funds for construction pur- 
poses where it is impossible to secure construction financing for a 
project which meets FHA specifications and is able to secure FNMA 
commitments but is unable to find construction money in the current 
tight money market. The FNMA could secure service on such con- 
struction financing within the standard fees now authorized on such 
construction loans. 

We would like at this point to give you some of the specific reasons 
why these amendments, taken together, would accomplish the purposes 
we believe this committee has set forth as its goal. 

The FHA cooperative housing program has demonstrated its ability 
to secure housing of better quality and greater livability at lower cost 
to the consumer and with substantially lower monthly carrying 
charges than are available in any other part of the housing program. 

These economics grow out of the following factors: 

First, the consumers provide the equity c: pital for the construction 
of housing under the cooperative housing program, eliminating the 
necessity for the builder to undertake construction of these homes on a 
speculative basis. ‘There are substantial economies in building for a 
market which is already assured rather than gambling, no Taatter 
how sure the gamble is. 

Second, the homes or apartments built under the cooperative hous- 
ing program are presold, thereby cutting very substantially the sales 
cost which is involved in many multi- family or single-family projects. 

In other words, the houses or apartments must be purchased before 
the first spade of dirt is turned. 

Third, the 40-year amortization which is available under the co- 
operative housing program makes possible much lower monthly carry- 
ing charges, thereby bringing the availability of homes to a new and 
lower segment of the income bracket. The longer amortization for a 
home with a $13,000 mortgage is reduced approximately $13 a month. 
An apartment with a $10,000 mortgage has a reduction of approxi- 
mately $10 a month in the carrying charges alone. 

Fourth, consumer ownership with presale of the units makes it 
possible for a cooperative project to take advantage of lower-cost land 
which meets the needs of the consumer. Such land might not have 
as high a speculative value as land which would be purchased by a 
speculative builder on which he would build homes for sale at a profit 
after construction has been completed. ‘This economy is possible with- 
out any detrimental effect to the consumers involved. 

Fifth, consumer participation in planning, management and mainte- 
nance bring economies which are not available in housing built for 
rental. The consumer members of the cooperative take a great pride 
in ownership and maintain their property much better than they 
would if they were living in rented quarters. This principle of 
home ow nership i is a fundamental one with which this committee, we 
are sure, will have no disagreement. 

And I would like to add that cooperative housing is just about the 
only way to bring home ownership to people in large cities living in 
apartments or other multifamily housing units. 

In order to give the committee on up-to-date report on the extent of 
the FHA cooperative housing program, we have secured from FHA 
and have attached as part of this testimony a report on the current 
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status of the program. Those are on pages 10 and 11. You will find 
in this report the number and dollar value of the projects which have 
been insured to date, the commitments now outstanding, and the 
applications in process. 

I would like to summarize them in my own words here. 

Those members of this committee who were responsible for the 
creation of this program in 1950 may take justifiable pride in the 
progress to date. The FHA has insured 366 projects in 25 States and 
the District of Columbia. These _projocts include 36,018 dwelling 
units with a mortgage value of $348,748,033. If you calculate 4 
members for each family, this provides housing for more than 146,000 
people, or the equivalent of a city the size of Paterson, N. J., or Tacoma, 
Wash. 

You will see from the States which are in the program that al- 
though there are 2 States which are responsible for the great bulk of 
the program, 18 of those States have more than 1 project, ‘and the com- 
mitments outstanding and applications in process would increase the 
widespr ead use of the program. 

Senator Crark. Mr, Campbell, could I interrupt for a moment? 

Mr. CameBeLu. Yes, sir. 

Senator Crark. Could you tell us why in your judgment the New 
York projects seem to be more than all the others put together? Have 
they a more satisfactory State program in New York than any other 
State? 

Mr. Campsetu. Well, the figures we are giving are only for the FHA 
program in New York. And New York also has its own State program 
of cooperative housing which is even more extensive. 

Senator Ciark. Yes, I know that, but your exhibit B shows 94 proj- 
ects in New York State and the next closest States are Pennsylvania, 
New Jersey, and California which only have 6 each. 

Mr. CampBe.t. Yes. 

Senator Crark. There seems to be a great discrepancy there. 

Mr. Camrseti. Well, if you check 

Senator Cuark. I wonder if you can explain that. 

Mr. Campsent. Yes, I will, if I may. 

First I would like to point out that there are two types, the man- 
agement type and the sales type. Under the column headed sales 
type you find 80 projects in California, 70 in Arison a, 24 in Nevada, 
15 in Louisiana, 19 in Oklahoma, for example. Your point is still 
valid, however, that New York, moneywise, is the place where the 
greatest number of projects are being built. 

There are several factors. First, New York has more experience 
with this program. Cooperative housing sponsored by the Amal- 
gamated Clothing Workers Union and others started back in the 
1920’s. There were 30 years of experience behind the cooperative 
housing program before FHA began, and people were used to it. 

A second factor is the experience with high-cost cooperative projects, 
which are legal cooperatives but are for people i in the very high income 
bracket. They have been very successful in New York. Cooper: ative 
housing has no stigma of being just for people who cannot afford 
something else. 

Senator CiarK. That is Park Avenue housing? 

Mr. Campsetn. That is Park Avenue housing. We do not count 
those properties in our membership but they use all of the techniques 
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for saving money as other types of cooperatives. This is incidental. 
The major factor, however, and the reason why New York was able 
to move ahead, is the acceptance of the cooperative technique in the 
ownership of an apartment where it is sinc harder for the average 
individual without a long education to understand the validity of 
cooperative ownership of a group of individual homes. 

Senator Ciark. Perhaps they are not afraid of creeping socialism 
in New York. 

Mr. Campsett. That may be. You have to creep so far that it is 
wonderful to get an apartment with good transportation close at 
hand, and you begin to understand ownership as you work with other 
people. 

These are several of the factors. The builders there apparently 
sharpened their pencils earlier and quicker and found that they could 
get better financing, sell their projects at lower cost to the consumers, 
and get out with a reasonable profit. So they went to work at it 
quicker, 

One of the reasons why you have a lot of housing in California 
is that a builder out there found this could be done with housing for 
individual families, and he got into the program early. 

These are not the people we are defending in this program, but 
I would like to point out that they are providing housing for the 
consumers cheaper and better than the consumers could have gotten 
under any other forms of financing. 

Senator Doveras. Did I understand you to say that a good many 
Park Avenue buildings which are being constructed or have been 
constructed under the cooperative system ? 

Mr. Campsett. That is right. A great number of them. They 
are not our type of cooperative, but they are legal cooperatives in every 
sense of the word. 

Senator Doverias. Would you say then this is an indication that 
cooperative housing is consistent with private enterprise ? 

Mr. Camrse Lt. It certainly is. It certainly is. 

Senator Dovetas. What Park Avenue does might be good for the 
street on which Smith and Jones live? 

Mr. Campsett. It certainly is. We also may turn it around and say 
that the cooperative movement does not discriminate against the rich. 

Senator Dove.as. It should not. 

Mr. Campee.u. It is for everybody. 

Senator SparKMAN. I have often heard it said that a true coopera- 
tive was the purest kind of democracy—or of private enterprise I mean. 
I think they are synonymous terms in a way. 

Mr. Camrsetyt. Both synonyms apply. 

Senator Sparkman. Yes. 

Mr. Camppetu. There are commitments outstanding today—this 
is in addition to those built—for 204 projects in addition to those men- 
tioned. These would provide homes for 6,366 more families with a 
mortgage value of $78,637,000. 

An indication of the potential of the program is shown in the 
figures on applications in process. These cover 232 more projects 
which would provide nearly 14,000 more dwelling units with a dollar 
value of $160 million. 

It is interesting to note that more than 60 percent of the projects 
insured to date are what FHA calls management type cooperatives. 
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These are projects which continue in cooperative ownership with co- 
operative management and maintenance after the project has been 
completed. These, i in a sense, are more permanent cooperatives than 
the other type cooperative. 

The sales-type cooperative is one in which people secure their homes 
through cooperative purchase of the land, joint planning, and co- 
operative construction but which upon completion of the project 
become a group of individually owned homes. In other words, the 
sales-type cooperative is one in which the family acquires its home the 
cooperative way but has a permanent individual mortgage on the prop- 
erty and has ownership in fee simple. The sales-type cooperative lends 
itself more readily to builder sponsorship, and a great majority of the 
homes built under that program have been of the builder- -sponsor 
type. 

In contrast, even though the majerity of the management-type co- 
operatives have been initiated by the builders, the consumers become 
owners of the project in their own right upon completion. Many of 
the finest cooperatives we have in the ‘United States today have come 
into being through that process. 

There has been some criticism of the program because of the fact 
that a majority of the projects have been initiated by builders and are 
called builder-sponsored projects. The Cooperative ‘League, of course, 
is primarily interested in projects in which the consumers or organ- 
izations representing consumers take the initiative in the development 
of cooperative projects. Already such organization as trade unions, 
consumer cooperatives, church groups, educational organizations, vet- 
erans’ organizations, et cetera, have sponsored cooperative projects. 
Of these, we are very proud. Even in the builder-sponsored projects, 
however, the consumers must, under FHA regulations, have an inde- 
pendent architect, an independent attorney, and an independent man- 
agement contract, thereby giving the potential membership in the co- 
operative a form of consumer protection, even at the outset. The 
result has been better housing at lower cost for more people, even in 
cases where the builder has initiated the project. 

We look forward to the day when many more organizations will 
take the initiative in the sponsorship and development of cooperative 
housing projects under this program, and we believe that is being 
accomplished. These objectives have a sympathetic support of the 
Commissioner of the FHA and his staff, as well as of the Consumer 
Advisory Committee representing national organizations which ad- 
vises the Commissioner on the cooperative-housing program. 

In order to give you an indication of the reason why there is a need 
for increasing the FNMA authorization to $350 million, we would like 
to cite the following: 

Under the previous program, FNMA has commitments outstanding 
for the purchase of projects which will exhaust all but a few thousand 
dollars of the $50 million commitment. 

FHA has made commitments for projects totaling $44 million which 
have not yet been submitted to FNMA because there are no further 
funds available in FNMA for this purpose. 

FHA has additional —— itions in process totaling $158 million. 
All of these are potential for FNMA commitments. T ‘hese two taken 
together bring a total of $202 million already on the books in FHA. 
We cited earlier the need for limitation of the amount of commitments 
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which can be made for any one State. With the present limitation 
of $5 million per State, the FHA has projects which tomorrow would 
need $26 million in FNMA commitments. If the State limitation 
were raised to $10 million, the unsatisfied immediate potential would 
be $65 million. If the State limitation is raised to $20 million, the 
potential is $94 million in today’s commitments and applications. 

Senator Crark. Mr. Campbell, would you permit an interruption 
at this point ? 

Mr. Campsety. Yes. 

Senator Crark. I wonder what your own view is as to the wisdom 
of inserting dollar limitations per State as opposed to what is done 
im some Federal legislation, which is that no more than a certain per- 
centage shall be built in any one State. 

Mr. Camppett. My own feeling is it is better to use a percentage 
figure, and the amendment which David Krooth suggested here was 
a 10-percent limitation to any State. ‘That has been the case in the 
REA program, which has been very successful, and I think in other 
programs. 

Senator Crark. Thank you, sir. 

Mr. Campsety. I am using these figures in dollar amounts to in- 
dicate what would happen under change of ceiling. 

In the amendments which we have recommended, there is a provi- 
sion that a larger amount of the commitment authority be reserved 
for consumer-sponsored projects. We hope that this provision will 
encourage increased sponsorship by consumers and consumer organiza- 
tions, giving us a maximum amount of consumer sponsorship in the 
program. ‘The amendment would reserve about $10 million of such 
authority in any one State to such projects. 

There are already in the field two important organizations which 
are devoting their entire time to cooperative housing and which can 
provide technical assistance and guidance for consumers and con- 
sumer organizations. These are the United Housing Foundation and 
the Foundation for Cooperative Housing, both in New York City. 
Both organizations have indicated their willingness to assist projects 
in other parts of the country. The Foundation for Cooperative Hous- 
ing is already actively assisting several such projects. 

With an immediate potential of $94 million on the books, it is our 
sincere belief that the amendment we are recommending for an addi- 
tional authorization of $300 million would be an appropriate imme- 
diate step to meet the needs this coming year. 

Members of the Senate, we are sure, will be pleased to know that 
among the new States where cooperative housing programs are in 
application are Alabama, Colorado, Hawaii, Indiana, Maryland, and 
Mississippi. These are in addition to the 26 States where projects are 
completed or under construction. 

In today’s tight-money market officials in the housing field have 
indicated the danger that for the first time since 1948 new home con- 
struction will fall below 1 million units a year. This is in the face 
of a need for somewhere between 1.4 million and 2 million new homes 
each year. These are targets essential to the well-being of American 
families. The tight-money market will not only cut new homes below 
the million mark but will also force the price of new homes to an all- 
time record high. A larger percentage of the money available is going 
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into higher priced homes. And the increased cost of financing is 
making these homes even more expensive. It is for these reasons 
that the Cooperative League supports Senate Joint Resolution 38 
but urges the four amendments which we believe are essential to make 
part of the new homes available at a price which will meet the need 
where the need is greatest—for middle-income families. 

Senator SparkmMANn. Thank you very much. 

Any further questions, Senator Douglas? 

Senator Doueias. No questions. 

Senator Sparkman. Senator Clark. 

Senator CrarKk. No, sir. Thank you. 

Senator SparkMAN. Thank you, Mr. Campbell. We were delighted 
to have you. It was a very good statement. 

Mr. Camppett. May I ask that these 2 pages also be included in the 
record ? 

Senator Sparkman. That will be done. 

Mr. Camppett. Thank you. 

(Exhibits A and B to Mr. Campbell’s prepared statement follow :) 


EXHIBIT A 
FHA Section 213, CoorpeRATIVE HOUSING 


Status as of Jan. 31, 1957 


























Number of | Number of Dollar 

projects units volume 
Mortgages insured | : 366 | 36,518 | $348, 748, 033 
Commitments outstanding 204 | 6, 366 78, 637, 800 
Applications in process -- .-.. Neldovcwabeiceed eal 232 | 13, 938 159, 723, 164 
aevisnshteentictien icmnteesiinttonioaibs Dili aie 
Active case workload. ............-... - 802 | 56,822 | 587, 108, 997 

1 See the following table: 

stiisicienniameti ‘ ith scceedndninnaneaeatetede _————---— —— 

| Number of Number of Dollar 

| projects | units volume 

a an sitsintin ageatinesidi a pi —_——|— iti 

Management type ; 129 | 23,111 | $218, 231, 450 
Sales type. -- a ; = aauaal 237 | 13, 407 130, 516, 583 
Total eat 366 | 36, 518 348, 748, 033 
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EXHIBIT B 
SECTION 213, COOPERATIVE HOUSING 


As of January 31, 1957, mortgages have been insured on 366 projects, comprising 
36,518 units for $348,748,033, as follows: 


Breakdown of insured projects by type 











Management type Sales type 
; Sra | ae | 
| Projects | Units {| Amount | Projects| Units | Amount 
| | | | 
Pee rer arpret tee — 
Tie ran el eens es Oe beste that hl 70 | 2,335 | $17, 863, 650 
Arkansas. -- <a seed eeeteyy , 4 | 569 | 4, 806, 150 
California 6 | 695 | $6, 920, 850 | 80 7,646 | 80, 866, 250 
Connecticut hers 2 | 84 | 716, 500 ‘ ~ 
Distriet of Columbia. - 4} 182 2, 133, 500 1 21 | 381, 100 
Florida... zt 2 | 68 | UN oo co cittcncalsacwudacs debe 
Georgia ----- 1 |} 104 | 1, 040, 000 
Illinois. . : a ‘ 3 47 | 449, 300 |. iki. sacle 
Iowa oe E i 1 43 | 447, 200 
Kentucky | 1 70 187, 500 
I as nates bien hes neil | 14 | 315 | 1, 829, 300 
Michigan ; ae 1 448 | 4, 110, 200 | 5 4199 5, 161, 100 
Nebraska , 1 | 71 595, 200 l 131 1, 319, 000 
Nevada . ‘ | iat | 24 461 | 5, 886, 050 
New Jersey.._-- ‘ 6 | 581 | 6, 060, 600 
New Mexico-. _ sal esia . | | 2 50 721, 600 
New York ; 94 | 20,020 | 187, 622, 200 | 
Ohio___- sb nes : 3 04 | 1,065, 700 | 1 12 | 130, 700 
Oklahoma caltusics abd | | 19 673 5, 972, 883 
Oregon OSE Sts 283 t } ; 1 | 16 | 124, 100 
Pennsylvania “ ae 6 717 | 6, 912, 400 
South Carolina | l 25 355, 000 
Tennessee oie A | 8 372 | 3, 002, 900 
Virginia. ....__- oie ae Sa | 1 25 247, 000 
Texas a 2 103 | 747, 700 
Wisconsin. .___.___- 1 | 41 467, 400 
Total +. eee ae 129 | 23, 111 218, 231, 450 237 | 13, 407 | 130, 516, 583 


I | | | 


Senator Sparkman. Mr. Bert Seidman is our next witness. 
Mr. Seidman, we are glad to have you with us again. 
You have a prepared statement, have you not? 


STATEMENT OF BERT SEIDMAN, ECONOMIST, RESEARCH DEPART- 
MENT, AMERICAN FEDERATION OF LABOR AND CONGRESS OF 
INDUSTRIAL ORGANIZATIONS 


Mr. Serpman. I do, Senator. 

Senator SpaRKMAN. Just handle it in your own way. 

Mr. Seimman. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, my name is Bert 
Seidman, and I am an economist in the research department of the 
American Federation of Labor and Congress of Industrial Organiza- 
tions. 

I appreciate the opportunity to appear before your committee to 
state the views of the AFL-CIO on Senate Joint Resolution 38. The 
immediate purpose of this resolution is to permit the Federal National, 
Mortgage Association to issue $100 million additional stock and 
thereby replenish its supply of funds needed to provide secondary 
financing of residential mortgages. However, we sincerely hope that 
the subcommittee will look bey yond the immediate crisis in Fannie May’s 
financial position to an examination of the basic purposes of a second- 
ary financing market and the extent to which the operations, policies 
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and procedures of Fannie May have met those purposes. Such an 
investigation would be particularly appropriate now in view of the 
catastrophic decline in residential construction and the prospects for 
a still further reduced rate of homebuilding activity in the coming 
year. 

Faced with the drastic reduction in housing activity that has already 
occurred and the anticipated acceleration of the decline in the months 
ahead, both the Congress and the administration have the responsibil- 
ity of ‘taking whatever steps may be necessary to assure that Fannie 
May prov ides maximum possible financial support to the housing 
market. 

In order to determine whether Fannie May is discharging the 

responsibility which the Congress has assigned to it, it is worthwhile 
to review br iefly its major functions. 

First, Fannie May has traditionally provided a secondary financing 
market for residential mortgages. Fannie May has purchased mort- 
gages in areas where investment funds were required and subsequently 
resold them in sections where investment capital was available. In 
this way, Fannie May has made it possible for private mortgage insti- 
tutions to turn over their funds and thus make more money available 
for mortgage lending purposes than would otherwise have been pos- 
sible. 

In addition to this general function, Congress has at various times 
assigned to Fannie May the responsibility to assist in financing certain 
types of housing for which Congress deemed there was a ps articularly 
urgent need. Most recently, Congress took such action in the Housing 
Act of 1954. 

This legislation assigned to Fannie May certain special assistance 
functions. Fannie May was authorized to provide financing for cer- 

tain types of mortgages for which established financial facilities were 
considered in: 1dequi ite. These included minority housing, cooperative 
housing and housing in so-called urban-renewal areas. 

The “Housing Act of 1954 ch: inged the ownership and control of 

“annie May from one wholly in the hands of the Federal Govern- 
ment to one which would gradually take on the characteristics of a 
mixed-ownership corporation, including both private and govern- 
mental ownership and control. 

The change from complete Federal ownership and control to the 
mixed-ownership type of organization has been accompanied by a 
fundamental transformation in the entire concept and purpose of 
Fannie May at least in the minds of those who are now administer- 
ing it. Apparently the officials who are administering Fannie May 
have come to regard it as a business institution, pure and simple, 
whose sole objective is, to put it bluntly, to make money. This ia 
been evident not only in Fannie May sec ondary market operations, 
but even in the way it has carried out the special assistance functions 
assigned to it by the Congress. 

Sec ondary market operations: Senate Joint Resolution 38 is con- 
cerned only with Fannie May’s secondary market functions. Recog- 
nizing that Fannie May funds for purchase of residential mortgages 
would be exhausted within a few weeks, Senate Joint Resolution 3° 
would increase Fannie May’s capitalization by $100 million. Since 
Fannie May can borrow 10 times its capitalization, this would in effect 
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give Fannie May an additional $1 billion authorization for purchase 
of FHA-insured or VA-guaranteed residential mortgages. 

Fannie May undoubtedly needs these additional funds if it is to 
continue to carry out its secondary market functions. In fact, we 
doubt very much that the amount authorized by Senate Joint Reso- 
lution 38 is sufficient in view of the extremely tight market for FHA 
and especially VA mortgages. We insist, however, that if these 
additional funds are made available to Fannie May, it must be re- 
quired to renounce its “business as usual” policies. If Fannie May 
receives an additional authorization, it should no longer be permitted 
to impose excessive discounts and charges simply to be able to pay out 
handsome dividends to its stockholders. Instead, its policies must be 
attuned to the overriding requirement of bringing good housing 
within the financial reach of the largest possible number of families. 

In the past when Fannie May was entirely a Federal operation, 
it hamvabiabiy purchased residential mortgages at their par value. 
Since it has been converted to mixed ownership, Fannie May has been 
buying mortgages not at par but at whatever happens to be their 
value in the market at the time they are put up for sale. Moreover, 
in addition to purchasing mortgages at less than par rates, Fannie 
May also adds on a commitment fee and a purchasing and marketing 
fee. Finally, each seller of a mortgage to Fannie May must also 
subscribe to Fannie May common stock, an amount equal to 2 percent 
of the mortgage amount. 

There can be no mistake about who must pay for all of these costs. 
It is, of course, the ultimate consumer who bears the additional finan- 
cial burden since neither the original lender who sells the mortgage 
to Fannie May nor the builder will engage in these transactions unless 
someone else, namely the home buyer, will meet these additional costs. 
The net effect is to force up the cost of housing and push the average 
family out of the housing market altogether or to make it shoulder a 
financial burden far heavier than it can afford. 

In the present extremely critical tight-money situation, Fannie 
May, to the maximum extent possible, should be making funds avail- 
able which would help to relieve the shortage of mortgage funds. 
Instead, its policies seem to be aimed in precisely the opposite direc- 
tion. The almost complete absence of private funds for VA-guar- 
anteed mortgages has made it practically impossible for veterans to 
obtain GI loans. Nevertheless, just last week Fannie May announced 
a half-point drop in the prices it will pay for VA 41% percent mort- 
gages. The discount for such mortgages purchased by Fannie May 
will now be from 41% to 61% points. ‘This means that for a $10,000 
mortgage a veteran will receive an actual loan of only between $9,350 
and $9,550. Thus instead of providing much-needed support for 
the sagging residential mortgage market, Fannie May’s ill-timed ac- 
tion has contributed to a further tightening of available funds for 
residential construction and a damper on home construction. 

Apparently all of this is justified by the alleged need to make the 
investment of private funds in the mixed-ownership Fannie May as 
profitable as possible. But this is completely at variance with what 
should certainly be Fannie May’s major purpose. Its objective should 
be not to assure profits to investors, but to make residential mortgage 
financing available that would otherwise be lacking and thereby per- 
mit more families to obtain good housing at costs i can afford. 
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Special assistance functions: It is particularly regrettable that 
Senate Joint Resolution 38 completely ignores the special-assistance 
functions of Fannie May. However, this lack of attention to this 

hase of Fannie May’s program is perhaps understandable in the 
ight of Fannie May’s own failure to fulfill its basic responsibility 
in this area. The way Fannie May has virtually ignored its duties 
to discharge its special-assistance functions assigned to it in the Hous- 
ing Act of 1954 has been truly unconscionable. 

Here there can be no doubt that the overriding purpose of the 
Congress was not for Fannie May to engage in a moneymaking op- 
eration, but to assure that the funds Congress authorized for Fannie 
May’s special-assistance functions ($200 million for purchase of 
whole mortgages and $100 million for 20-percent participations) 
would make available necessary financing for the special types of 
housing Congress deemed most needed. These included housing avail- 
able to minority groups, cooperative housing under the FHA 213 pro- 
gram and housing in so-called “urban renewal” areas under the FHA 
220 and 221 programs. 

It was the judgment of the Congress that housing available to minor- 
ity families, cooperative housing which reduced the cost of housing 
for middle-income families, and housing in “urban renewal” areas 
all would serve to meet fundamental and urgent housing needs. Since 
private financing for these programs had been virtually unavailable, 
Congress directed Fannie May to make the funds available for hous- 
ing in these categories and authorized the funds necessary for Fannie 
May to discharge this responsibility. 

Fannie May with the apparent knowledge and, in some instances, 
support of the Housing and Home Finance Agency and the present 
administration, has evidently made no serious effort to carry out this 
obligation specifically assigned to it by the Congress. Indeed, ex- 
amination of how Fannie May has handled its functions with regard 
to these programs reveals that all too often its objective seems to have 
been to thwart any possibility of their success. 

Senator Dovenas. Mr. Chairman, may I interject there? 

Senator SparkMan. Yes, Senator Douglas. 

Senator Doveras. These are very sharp words that you are using, 
Mr. Seidman, about the Housing and Home Finance Agency, and I 
hope that the representative of that Agency will take due notice of 
the charge which is being leveled against it. 

May I ask you this question. Am I correct in understanding that 
we made money available to the President for housing in urban re- 
newal areas ? 

Mr. SerpMan. My understanding i: 

Senator Doucias. And that the President has allocated $100 mil- 
lion ¢ 

Mr. Sxipman. My understanding is that $100 million has been al- 
located and that approximately $8 million of this amount has been 
used. 

Senator Dove.as. Therefore, approximately $92 million has not 
been used ¢ 

Mr. Seman. That means that $92 million has not been used. 

Senator Douagias. And this is money which we made available in 


1954? 
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Mr. Seman. I believe it was authorized in 1954. 

Senator Doveras. And it is now 1957? 

Mr. Seman. Yes, sir. 

Senator Doveras. So that in 214 years only 8 percent of this amount 
has been utilized ? 

Mr. Semman. That is correct. Of course, there are—— 

Senator Doveras. Yet slums are being manufactured in our cities 
at a terrific rate? 

Mr. Seman. That is correct, Senator Douglas. 

Senator Doveras. In my own city of Chicago each week will see, I 
would think, at least 7 or 8 blocks relapsing into slum conditions. And 
what is going on in Chicago is going on in the major cities of the coun- 
try. Yet only $8 million out of $100 million has been used for this 
purpose ? 

Mr. Semman. That is correct, Senator Douglas. I might point 
out, however, that in past testimony before this committee we have 
indicated what we believe to be some fundamental deficiencies in the 
so-called urban renewal program itself which may have contributed 
to this. 

There is the fact, for example, that there is not available sufficient 
housing, particularly for low-income families and minority families 
living in the slums that might be cleared. 

Senator Doveras. I understand. 

Mr. Seman. That has no doubt contributed to this situation. 

Senator Doveras. As I remember it, this was the great program 
which was to be the substitute for public housing, that we did not 
need public housing and slum clearance because we were going to 
prevent the areas on the fringes of the slums from decaying. 

Mr. Seman. The Administrator 

Senator Doveras. And, after all this talk, only $8 million out of the 
$100 million which we placed at their disposal has been used. 

Senator Sparkman. Let me say I think perhaps a good part of the 
responsibility for that though is not properly attributable to Fannie 
May. It is at the other end of the program. It has not got going. 

Senator Dovctas. You mean the Housing and Home Finance 
Agency? 

Senator Sparkman. The program has not got going. And prob- 
ably we will be called upon to make some basic changes in the program 
in order to speed it along. 

Mr. Rew. Mr. Chairman, with your permission, I could give you 
some information on the point that Senator Douglas is talking about. 

The actual purchases under the special assistance functions as of 
the end of December 1956 were approximately $5,600,000. At the 
same time, there were outstanding commitment contracts for 
$68,812,000. 

Senator Doveras. Yes, but I am not speaking of the total, I am 
speaking of the urban renewal and rehabilitation item. 

Mr. Rew. The amount there, Senator, is very small, but as I think 
the chairman 








Senator Doveuas. Let’s get the exact figures of purchases under 
urban renewal. 

Mr. Rem. We will bring that tomorrow. 

Senator Doveras. Is it not true that the actual purchases have 
only been $673,000 and that in order to get the other figure up you 
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take the $8,158,000 of undisbursed commitments. So that if you are 
talking in terms of purchases alone the showing has been terrible? 
Is that true? 

Mr. Rew. We will bring the information tomorrow. ; 

Senator Doveras. Can you not tell me now whether this is true? 

Mr. Ret. No, sir. 

Senator Dovenas. You cannot? You do not have your figures 
broken down by items there ? 

Mr. Rew. I do not have them with me, Senator. f 

Senator SparKMAN. Let me say this in all fairness: I do not think 
it is quite as bad as you make it sound, because an urban renewal 
project may involve a couple of years. 

Mr. Re. Or longer. 

Senator SparKMAN. Fannie May cannot purchase it until the build- 
ings are up and the job is completed. There is a big cleared place right 
near the Capitol. 

Senator Doveias. That is right. Let me ask this question: Is it not 
true that the total purchases and undisbursed commitments amount 
to $8,831,000? Do you have the figure? 

Mr. Rem. I do not have that information, sir. 

Senator Dovexas. I think you will find that is correct. 

Mr. Rew. The fact is, Senator 

Senator Dovetas. Leaving $92 million not disbursed? You were 
giving us the total figure for the special assistance programs including 
disaster loans, Alaska, military housing, and so on. 

Mr. Rei. That is correct. The fact is, Senator, that Fannie Ma 
stands ready with funds available when the mortgages are delivered. 

Senator Doueias. Yes, but when FHA delivers them? Is that not 
true ? 

Mr. Rem. FHA does not deliver them, but they must, of course, 
first be insured by FHA. 

Senator Crark. What you are saying, Mr. Reid, is that the reason 
for this rather unhappy showing does not lie with your agency but 
with HHFA? 

Mr, Rem. The fact is that the mortgages have not been delivered to 
us, Senator Clark. 

Senator CuiarK. I do not want you to take a crack at HHFA, but 
you are clearing your own skirts on the matter, which you have every 
right to do. 

Senator Doveras. Let me ask you this: Who runs Fannie May? 

Mr. Rem. Fannie May is run by a board of directors. 

Senator Dovaias, Yes, and who are they ? 

Mr. Rem. Mr. Cole, who is the Housing and Home Finance Admin- 
istrator, is the chairman, and there are four other Government 

Senator Dove.as. Is it not true in effect Fannie May is run by the 
Housing and Home Finance Agency? 

Mr. Rem. It is a constituent part of the Housing and Home Finance 
Agency. 

Senator Doveias. Exactly so. So that they may say that their right 
hand is innocent because their left hand has not furnished anything 
with which the right hand can work. 

It is marvelous to have so many shells around that you can move 
the peas from one shell to another and waive any responsibility for a 
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pea not being under a given shell. But when all the shells are man- 
aged by a common set of hands and a common intelligence, then I think 
we have a right to look behind the shell to the people who are operating 
the shells. 

Go ahead, Mr. Seidman. 

Mr. Seman. If I might comment for a moment on what you have 
just said, this is all carried to the ultimate extreme by the fact that 
the claim is now that Fannie May, despite the fact that it is run by 
the same people who run the Housing and Home Finance Agency, 
is really a mixed-ownership business institution. This organization 
seems to be completely inconsistent. 

Senator Sparkman. I am going to have to leave in just about 1 
minute, if you will take charge, Senator Douglas. I hope you and 
Senator Clark can stay here until the witness is finished. 

Apropos of the discussion that has taken place here, I think it 
points up something that we are going to have to do, in connection 
with Fannie Mae. I think, as a matter of fact—and I am simply 
expressing my own personal opinion—that I agree with what you 
say so far as the intent of Congress was. I think that Fannie May 
has not abided by the intent of Congress by—I won't say following 
the market down, because often it has seemed to me it has led the 
market down in the purchase of these mortgages. I do not believe 
we ever intended that Fannie May should be converted to a money- 
making proposition. 

Furthermore, I have said this before, and I want to say it again, 
with reference to the FHA and VA programs: If all in the world 
they are going to do is meet competition of the conventional market, 
we might as well do away with them. That was not the purpose at 
all. It was to provide a service that the conventional market was 
not adequate to meet. If we get to the point where we are simply 
competing in the market in any of these programs, I think we ought 
to discontinue them. : 

With reference to Fannie May, I think certainly we ought to give 
it a complete reconsideration. I do not suggest that we are able to 
do it in connection with this resolution. I think it is fine to go into 
some aspects of it, but I think that we ought to restudy it, beeause— 
and I say this very frankly—I do not believe that Fannie May is 
carrying out the intent. of Congress in the manner in which it is now 
conducting the so-called secondary market. 

Senator Dove.as. Is not the time to make Fannie May carry out 
the will of Congress the time they come before us as suppliants ? 

Senator Sparkman. As I say, I think it is well to go into it, but 
I think perhaps some basic changes are called for that we may not 
have time to handle in connection with this resolution. If you will 
take charge of the committee, Senator Douglas, I regret I must go, 
but I must. We will meet at 2 o’clock this afternoon. 

Senator Doveias. Mr. Seidman, I wonder if you could abbreviate 
your testimony as you go ahead ? 

Mr. Seripman. I will try todo that, Senator. I do not have very much 
more actually. 

I then go on to refer to the desperate need of minority families for 
decent housing within their means because of the 





Senator Crark. Would you yield for a second ? 
Senator Dovatas. Certainly. 
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Senator Ciark. Mr. Seidman, in the interests of speeding it up, I 
would like to say I have already read your testimony, and I suspect 
that Senator Douglas has, and I have some questions I would like to 
ask you when you get through. I do not want to— 

Senator Dovceras. I wonder if you would be willing to file your testi- 
mony, and then Senator Clark would like to ask some questions. 
Would you be willing to do that? 

Mr. Serpman. Surely. I will be glad to do that, Senator. 

(The balance of Mr. Seidman’s prepared statement follows :) 


The desperate need of minority families for decent housing and the flagrant 
discrimination of private lending institutions which have refused to finance 
housing available without restriction to Negroes and members of other minority 
groups are all too well known. It was precisely because of this situation that 
Congress provided that part of the $200 million authorization for FNMA’s special 
assistance functions be used to provide financing for housing available to minority 
families. 

Despite this clear directive to FNMA by the Congress, after nearly 2 years 
there has been no recommendation by the HHFA Administrator, and therefore, 
no finding by President, that FNMA should make financing available for housing 
that would be available without restrictions based on race or color. The result 
is that none of the FNMA special assistance authorization has been utilized to 
tinance housing available to minority families. 

In the case of cooperative housing, Congress was so anxious to assure an 
effective program that it took discretion out of the President’s hands by specifi- 
cally authorizing to FNMA $50 million for commitments to purchase mortgages 
on cooperative housing. This reflected the recognition of the Congress that the 
basic purpose of the FHA cooperative housing program is to reduce housing costs 
so that more and better housing can be made available to middle-income families. 

Despite the clear intent of Congress that every possible financial roadblock 
to the cooperative housing program should be removed, FNMA has chosen to 
regard this operation too as a moneymaking venture. After many months of 
delay, FNMA finally began to purchase mortgages for cooperative housing under 
the following terms: 

(a) Purchase of the mortgages at 99, thus involving an immediate 1 percent 
discount. 

(0) A nonreturnable advance commitment of 1 percent. 

(c) A purchasing and marketing fee of one-half of 1 percent. 

These charges total 2%4 percent, in addition to which cooperative groups 
must pay up to 2% percent for construction financing and the services of an 
FHA-approved mortgage institution. The total cost of financing may therefore 
be as much as $500 on a $10,000 mortgage, all of which must be added to the 
cash downpayment. 

Because of the great need of moderate-income families for homes and the 
advantages of the cooperative housing technique, even at these unfavorable 
terms, the entire $50 million authorization for cooperative housing has been 
exhausted. In fact, cooperative projects, involving $110 million in either the 
commitment or application in process stage and comprising a total of some 
10,000 units, are now being held up because neither private nor FNMA financing 
is available. 

F.NMA’s failure to discharge the mandate of Congress with respect to its 
special-assistance functions is the direct result of its anything-for-a-profit 
approach. The first step, therefore, necessary to assure widened opportunities 
for families to obtain housing through the secondary market is to restore FNMA 
to Federal ownership and control. In addition, we make the following recom- 
mendations to assure that FNMA will vigorously and effectively discharge its 
special assistance functions: 

1. All mortgages purchased by FNMA in its special assistance operations 
should be purchased at par. 

2. Additional funds should be authorized for FNMA special assistance func- 
tions, at least matching the proposed $1 billion lending authority proposed in 
Senate Joint Resolution 38 for its secondary market operations. 

3. Of this amount, $300 million should be allocated for cooperative housing 
under the FHA 213 program and a substantial proportion of this amount should 
be reserved for cooperatives sponsored by consumer, labor or public interest 
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organizations. The present restriction of $5 million FNMA funds for any one 
State should be increased to $30 million, thereby maintaining the existing 10 
percent limitation. 

Need for middle income housing program 

A fundamental redirection of FNMA policies and procedures would be of some 
assistance in arresting the decline in housing activity. However, it is no sub- 
stitute for a basic attack on the altogether deficient supply of moderate price 
housing for middle-income families. 

The excellent staff report to this subcommittee entitled ‘“‘Income and Housing” 
brings out the essential facts regarding the disparity between housing prices and 
housing expenses on the one hand, and the incomes of middle-income families on 
the other. The report lends abundant support to the conclusion that the FHA 
and VA programs have been benefiting primarily families in the well-to-do in- 
come brackets, while moderate-income families have been unable to obtain decent 
housing at all or only by stretching their family budgets to the point where they 
have had to stint on other necessities. 

The answer to the middle-income housing problem lies in reduced financial 
charges achieved through a program of low-interest, long-term amortization loans 
as proposed in the bills (S. 3158 and 8. 4802) introduced last year by former 
Senator Lehman and a distinguished group of cosponsors. We sincerely hope 
that the basic principles of this middle-income housing proposal will be given 
the sympathetic consideration of this subcommittee at an early date, and that 
an effective program for making reasonable terms available for middle-income 
housing will be launched in the present session of Congress. 

Senator Dovenas. Senator Clark. 

Senator Ciark. Mr. Seidman, I take it that it is your view that the 
leadership in Fannie May has not carried out the intent of Congress. 
Am I misstating your conclusions as I read this statement of yours ¢ 

Mr. Serpman. No: that would sum up our conclusions with regard 
to the operations of Fannie May, particularly in the recent period. 

Senator CiarK. I know only two ways to remedy that. One would 
be to change the present leadership, and the other would be to give a 
more specific definition of congressional intent. I wonder whether 
you have any comment on either of those two suggestions. 

Mr. Serpman. Well, I do not know exactly how you would go about 
changing the present leadership. I do think that the fiction that 
this is 

Senator Crark. In view of the fact that this committee does not 
control the executive arm of the Government ? 

Mr. Seman, That expresses it very well. But I do think that the 
fiction that Fannie May is a mixed-ownership operation, and there- 
fore is in business to make money is certainly something that is under 
the control of this committee. T think that it would be possible for 
the committee to require that Fannie May purchase mortgages at par, 
that it give real support to the types of housing which are most needed, 
and that it could be prohibited from ¢ harging excessive discounts and 
fees for its services. 

Senator Crark. Are you familiar with the amendments to this reso- 
lution which were recommended by Mr. Krooth And they were men- 
tioned in the testimony of Mr. Campbell who preceded you. 

Mr. SeipMAn. Yes, I am familiar ina general way with them. 

Senator Crark. Does your organization support those amendments? 

Mr. Seman. I believe that we would support all of those amend- 
ments. 

Senator CrarKk. Do you have any other specific amendments to sug- 
gest or do you think Mr. Krooth’s would cover about as much as we 
can at this time? 
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Mr. SeripMAn. Well, as I understand it, the amendments—lI do not 
have the specific amendments in the sense of exact wording, but as I 
understand it the amendments suggested by Mr. Krooth all deal with 
the cooperative-housing aspect of the program. We believe that atten- 
tion should also be given to the secondary market operations of Fannie 
May and also to the other special-assistance functions as well, so that 
Fanny May will provide financing, for example, for minority housing, 
so that Fannie May will purchase VA loans at a reasonable rate and 
support the VA loan market, and so on. 

Senator Criark. Is your group in a position to draft suggested 
amendments ? 

Mr. Semman. We might try to do that, or we would be glad to 
cooperate with the staff of the committee if that would be 

Senator Crark. Mr. Chairman, I would be happy if Mr. Seidman 
would cooperate with the staff in preparation of those amendments. 

Senator Dovenas. All right. We would like to have you submit 
the amendments to the staff. 

Senator Ciark. Mr. Seidman, most of our discussion this morning 
seems to have been directed toward mortgaging for new housing units. 
I wonder if you have any views as to whether Fannie May or HHFA 
could assist in finding adequate housing for middle and indeed per- 
haps lower income groups through the financing of mortgages on 
already existing or what might be called secondhand housing. 

Mr. Serpman. Well, we believe that there is a very serious problem 
in determining the extent to which handed-down housing, so to speak, 
is actually standard, livable housing. To the extent that that can be 
assured and to the extent that the funds are available, then perhaps 
Fannie May could be helpful in that regard. 

As I understand it, it did purchase mortgages of existing houses 
until fairly recently, when, because of the shortage of funds, it got 
out of that part of the picture. 

Senator Ciark. Presumably, houses which meet city building and 
sanitary and like types of codes would be appropriate for lower and 
middle-income groups if they could get the necessary mortgage financ- 
ing; would they not? 

Mr. Seman. That is right. And FHA financing is, of course, 
available for existing housing, and there is no reason why “Fannie 
May” should not purchase those mortgages just as it purchases the 
mortgages of new houses. 

Senator Ciark. All right. One more question. All of our atten- 
tion today has been directed toward how you could bring the cost of 
housing down through decreasing the financing charges and, with 
respect to ¢ ooperatives, by eliminating at least one of the profits ‘which 
goes into the construction of housing. There is, however, another 
field which I w ould think you and your organization should be pretty 
expert in, and that is the cost of labor in housing. 

[ wondered whether your organization had any thought as to 
whether the productivity of labor in the housing field—and I have 
special reference to the building trades—might be increased and 
thereby bring down the cost of housing. 

Mr. Semman. Well, Senator Clark, the unions in the building 
trades are very much interested in improving the productivity in con- 
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struction and are cooperating and working with the building industry 
and through their own organizations to achieve this result. 

I might, if I may, take the liberty of referring you to a study which 
has just been issued by Prof. William Haber and Prof. Harold Levin- 
son, of the University of Michigan, which is entitled “Labor and 
Productivity in Construction.” They come to the conclusion that, 
despite the various claims and counterclaims which have been made 
with regard to productivity in construction, actually allowing for the 
limitations, the inherent limitations, of the type of an industry that 
building is, it has kept up amazingly well with the general increase 
in productivity. 

And they further have concluded that although there are some iso- 
lated instances, some of which they believe, incidentally, to be justi- 
fiable and more of them still understandable, of certain types of 
restrictions on the part of a few building trades unions, that by and 
large the building trades unions have done everything possible to 
improve productiv ity in the construction industry. 

Senator Crark. I asked the question not in any critical sense but 
because some who are not as keen as the members of the subcommit- 
tee who are here this morning to get the financing situation straight- 
ened out seem to put most of the blame on labor, and I wanted to 
give you an opportunity to answer that charge. 

Thank you very much. That is all I have, Senator Douglas. 

Senator Doveras. I have just one question. In 1954 we began the 
practice of having private industry make subscriptions for the pur- 
chase of stock in Fannie May. May I ask you if you know how much 
of the stock of Fannie May is now owned by private parties? 

Mr. Semman. I am sorry, Senator; I do not have that figure. But 
I would imagine that it would be relatively small proportion. 

Senator Dovucuas. I wonder if the representative of the Agency could 
testify ? 

Mr. Rew. The figure, Senator, is approximately $16 million. 

Senator Doucias. And what is the total amount owned by the 
Government ¢ 

Mr. Rei. The total preferred stock owned by the Treasury is 
approximately $93 million. 

Senator Dove.as. What about the loans by the Government ? 

Mr. Rem. The loans by the Government are approximately $310 
million, of which we plan to refinance $200 million by the issuance 
of debentures this month. 

Senator Dovetas. What are the total purchases and loans by the 
Government to Fannie May? Do you have common stock? 

Mr. Rem. We have common stock. 

Senator Doveras. How much common stock ? 

Mr. Rem. That is the $16 million figure, Senator. 

Senator Doueras. $93 million plus 

Mr. Rem. That $16 million 








Senator Dovenas. The common stock is the private / 

Mr. Rem. That is correct. 

Senator Dove as. $93 million preferred is owned by the Govern- 
ment ¢ 

Mr. Rem. Correct. 

Senator Dovenas. And the loans are how many? They amount to 
how much? 
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Mr. Rew. Represented by debentures ? 

Senator Dovetas. Yes. 

Mr. Reip. The outstanding debentures, Senator, total $400 million. 

Senator Dovetas. And now you are asking for $100 million more, 
which will permit loans of a billion from the Government? 

Mr. Rem. Permit loans of a billion. They could be, alternatively, 
from the Government or by the issuance of debentures to private 
mvestors. 

Senator Doucias. So that if your program goes through it will be 
«a billion and a half from the Government and $16 million from 
private industry ? 

Mr. Retp. I am sorry; I do not quite follow you there, Senator. 

Senator Doveras. Well, it will be Treasury loans. There will be 
$200 million in preferred stock, and you say $500 million plus the 
billion which will be loaned by the Treasury. You are asking for an 
additional billion, are you not? 

Mr. Rem. We are suggesting, Senator, an increase of $100 million 
in the preferred stock held by the Treasury. 

Senator Doveras. Yes, but that is merely preparatory to a loan of 
a billion dollars from the Treasury. Is that not true? 

Mr. Rei. That would increase the capitalization to a total of 
preferred stock plus common stock of approximately $209 million. 

Senator Dovetas. Yes; but I am trying to get at the question of 
the total investment of the Government, because the investment of 
the Government consists not merely in the purchase of stock but in 
the loans made. Is that not true? 

Mr. Rem. That is correct, Senator. The total borrowing authority 
under the proposed increase in capitalization would be approximately 
$2.1 billion. 

Senator Douctas. And that would be from the Government? 

Mr. Rem. That would be the total borrowing authority from any 
source. The maximum that could be borrowed from the Government 
under the joint resolution is $1.35 billion until July 1, and starting on 
July 1 it would be $1.7 billion. 

I should point out 

Senator Dovenas. You say that $1.7 billion of the $2.1 billion could 
come from the Government ? 

Mr. Ret. That would be the maximum that could come from the 
Government. 

Senator Dovetas. Will you not use the maximum ? 

Mr. Rerp. That would not be our intention, Senator; not our 
expectation. 

Senator Dovenas. Assuming it is, then you would have 99 percent 
of the funds furnished by the Government and 1 percent furnished 
by private capital. 

Mr. Rem. You are quicker with figures than I am, Senator. 

Senator Douctas. The ratio of 1.7 billion to 16 million is the ratio 
of approximately a hundred to one. It’s 106.66 to 1, if you want to 
be precise. Is that not true? ) 

Mr. Rep. I believe it is, sir. 

Senator Dovueias. Yes. So that I believe there is a soap which 
advertises itself as 99.44 percent pure. I am not going into the ques- 
tion of purity, but [ would say that the fund will be 99.22-percent 
governmental. 
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Mr. Rem. I think I should point out again, Senator, that there is 
no expectation that the Treasury money will be used to that extent. 

Senator Dove.tas. How much have you got now ? 

Mr. Rem. At the present time the plan is this: What we refer to 
as interim funds are in the nature of a bank account. The interim 
operating funds are borrowed from the Treasury. When the amount 
gets to a total aggregate of, let’s say $100 million, $200 million, or an 
amount that would be appropriate to refinance, an issue of debentures 
is offered to the public and the Treasury is repaid. 

As I stated a moment ago, the total outstanding now is about $309 
million of $310 million, and the plan is to refinance at least $200 million 
of that this present month. 

Senator Dove.as. If the Treasury is merely performing an interim 
financing function, why do you need up to $1.7 billion lending 
capacity ? 

Mr. Rem. I will be glad to try to answer that question, Senator. 
If it is agreeable to you as chairman, however, I would prefer to wait 
until tomorrow afternoon when we have a full statement ready. 

Senator Doveuas. All right. Let me ask this final question: Is it 
not true that the overwhelming proportion of the funds of Fannie 
May are still provided by the Government and that as of now the 
private investment in Fannie May is relatively insignificant ¢ 

Mr. Rew. No, sir; I am quite sure that is not true. I think right 
as of today the division is about half and half. As I said, however, 
the refinancing which will occur later this month will put the major 
part of it back in the hands of private investors. 

Senator Crark. Mr. Reid, | am a little new at this, and I do not 
quite understand that last answer. I had thought that there was only 
$16 million of privately held stock in Fannie May held—— 

Mr. Rew. Plus $400 million invested by the owners of our deben- 
tures. 

Senator Ciark. I see. I get it. Which are sold on the open market 
like any other Treasury issue, really ? 

Mr. Rew. That is correct. These debentures are not guaranteed 
by the Government. 

Senator Ciark. Yes. But, in effect, you have Government-guar- 
anteed mortgages behind them; do you not? 

Mr. Rew. That is true. 

Senator Doveias. No more questions, Mr. Seidman. 

We will meet again at 2 o’clock. 

(Whereupon, at 12:43 p. m., the subcommittee recessed, to recon- 
vene at 2 p. m., this date.) 


AFTERNOON SESSION 


Senator SPARKMAN. Let the subcommittee come to order. 

I am hopeful that other members of the subcommittee may be able 
to join us a little later, but I think we had better get started, and cer- 
tainly the transcript will be open to all of them. 

First I will call on Mr. George Goodyear, president of the National 
Association of Home Builders. 

Will you come around, Mr. Goodyear? We are glad to have you. 
We have your prepared statement, and you may proceed in your own 
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way. I will say, though, in any event the entire statement will be 
printed in the record of the hearings. 

For the benefit of the record, will you repeat your name and address 
and your official connection, as well as that of the two gentlemen who 
are with you? 


STATEMENT OF GEORGE S. GOODYEAR, PRESIDENT; ACCOMPANIED 
BY NELS G. SEVERIN, FIRST VICE PRESIDENT ; HERBERT COLTON, 
GENERAL COUNSEL; JOSEPH McGRATH, LEGISLATIVE DIRECTOR; 
AND NATHANIEL ROGG, ECONOMIST, NATIONAL ASSOCIATION 
OF HOME BUILDERS 


Mr. Goopyrear. Mr. Chairman, my name is George S. Goodyear. 
On my left I have Mr. Nels G. Severin, the first vice president of our 
association, and on my right Mr. Herbert Colton, our general counsel. 

I appreciate the opportunity to appear before you today as presi- 
dent of the National Association of Home Builders. As you know, 
that organization is the trade association of the men who build Ameri- 
ca’s homes. It has a membership of over 40,000, organized in 281 
affiliated local associations. 

The purpose of Senate Joint Resolution 38 is, of course, to provide 
the Federal National Mortgage Association with a base for the sale 
of its debentures in order to raise funds with which to continue its 
secondary-market operation. We heartily support the purpose of 
this bill and urge prompt action upon it. 

However, it is our opinion that the relief which it will afford is insuf- 
ficient. We are convinced that home building faces such a grave 
credit emergency as to warrant more drastic treatment. 

In our opinion, the Secretary of the Treasury should be authorized 
and directed to purchase an additional $250 million in FNMA pre- 
ferred stock, instead of the $100 million which would be provided by 
the resolution. In addition, there is certain other emergency legisla- 
tive action which should be taken immediately. We believe these 
stronger measures are essential because: 

(1) Builders’ plans for new construction in 1957 have come 
to a virtual halt in many areas by reason of the utter disorgani- 
zation of the market for FHA and GI loans; 

(2) The relief provided in this bill, while a minimum neces- 
sary to avoid a complete breakdown in home lending, will not be 
sufficient to restore the situation to anything approaching 
normality ; 

(3) Provision of an inadequate amount of FNMA assistance 
will have an adverse effect upon prevailing mortgage prices and 
discounts. 

These are, perhaps, strong statements. They are so intended. In 
order that this committee understand our reasons for making them, 
I would like, with your permission, to outline the situation as we 
see it. 

As a result of the tight-money policies of the past year, GI loans 
have become practically nonexistent except at prohibitive discounts. 
Federal Housing Administration-insured loans are only slightly more 
available. Prices on Veterans’ Administration-guaranteed and Fed- 
eral Housing Administration-insured mortgages have dropped to the 
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point where the discounts demanded in many cases equal or exceed 
the builder’s anticipated margin of profit. 

The tens of thousands of small-business men who comprise the home- 
building industry are gravely concerned as expressed in the following 
words in the statement of policy for this association for 1957, unani- 
monsly adopted by the 475-man board of directors at the association’s 
mal convention in Chicago 2 weeks ago: 


The homebuilding industry faces in 1957 conditions which threaten to cancel 
its 25 years of steady progress toward the goal of good homes for all Americans. 


In many rapidly expanding areas of our country, the scarcity of 

mortgage money is further aggravated by their distance from’ the 

eastern “capital markets. A large part of the existing demand for 
modestly priced homes is in areas of the South, Southwest, and West 
which have developed too recently to have permitted accumulation of 
the large pools of capital which characterize such areas as New York 
and New England. These undercapitalized areas normally were 
largely helped by FNMA. They are now almost entirely dependent 
upon it for lower-cost residential financing. And many areas—which 
ordinarily have sufficient mortgage credit—now increasingly must 
turn to BNMA for Federal Housing Administration and Veterans’ 
Administration funds, 

To anyone concerned with American housing, this trend away from 
Federal Housing Administration and Veterans’ Administration fi- 
nancing is alarming. The progress which this industry has made in 
recent years In providing new Sceies for persons of moderate income 
has only been arene because of the low down-payment, long-term 
mor tgage, at relatively low rates of interest which these two systems 
of financing provided. 

If the history of housing for the past 30 years has demonstrated 
anything, it is the simple fact that the American family cannot buy 
a home without financing suited to its ability to pay. If the typical 
American family cannot buy, then, of course, the home-building 
industry, as we now know it, cannot. survive—and the national econ- 
omy, therefore, cannot Jong remain unaffected. The mortgage fi- 
nancing pattern to which we are now reverting, as a result of the 
disappearing market for the type of loan which FNMA was designed 
to support, is an insecure foundation upon which to base this great 
industry. Homes cannot for long be produced in volume for those 
comparative few who can afford ‘substantial dow npayments or who 
are rash enough to burden themselves with expensive, short-term 
second—and even third—mortgages to supplement so-called conven- 
tional financing. 

The large and steady demand for homes in the middle and lower- 
priced ranges, which continues in most areas, cannot be met without 
the type of mass financing which is provided only by Federal Housing 
Administration-insured and GI-guaranteed loans. If this type of 
financing continues to disappear, the resulting inability of the average 
American family to buy its own home will have profound repercus- 
sions within the American social and economic fabric. 

The vital importance of Federal Housing Administration and 
Veterans’ Administration financing in the lower-priced ranges of new 
home construction is graphically shown by chart he. 

Mr. Chairman, we have a copy of this chart sitaaiod. to our state- 
ment, but I would like to point out to you here that in 1955 nine- 
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tenths of all housing between $10,000 to $12,000 and seven-tenths of 
all housing under $15,000 depended upon GI or Federal Housing 
Administration financing. In 1956, as Federal Housing Administra- 
tion and GI financing became progressively scarcer and more expen- 
sive, home production inevitably was forced to shift increasingly to 
the higher-priced field. As illustrated by chart No. 2, the 200,000 loss 
in 1956 home production as compared to the prev ious year was prac- 
tically all in the Federal Housing Administration and Veterans’ Ad- 
ministration-financed sector of the market. 

You can see the dropoff here—and you can see the even line of con- 
ventional starts here. You see the difference there. 

Veterans’ Administration appraisal requests and Federal Housing 
Administration applications on new homes are down 35.3 and 35.4 
percent, respectively, from 1955, and about 57 percent from 2 years 
ago. This foreshadows sharply reduced home construction this spring 
and summer. As we go into 1957, it is clear that this process is con- 
tinuing. In Dec ember 1956, the Federal Housing Administration 
received applications for only 7,749 new homes—c ompared with 13,379 
for the same month a year ago—a drop of 40 percent. This is the 
lowest volume in 10 years. Veterans’ Administration appraisal re- 
quests for December were 19,029 compared to 24,892 for December 
1955, and 44,251 for the same month in 1954. 

It should be noted that the drop in the national statistics of new 
home construction hides particularly severe declines in a number of 
major metropolitan areas. For example, starts in Memphis, Tenn., 
dropped 45 percent in the first 10 months of 1956; Rochester, N. Ki 
31 percent; San Francisco-Oakland, 32 percent; Oklahoma City, 39.6 
percent ; and Phil: adelphia, 34 percent. The decline in these and other 
major areas is shown in table A, attached to our statement following 
page be 

This virtu: ul abandonment of Federal Housing Administration 
and Veterans’ Administration financing would have been even more 
complete without the assistance provided by FNMA. The sharp 
acceleration in its activities for the last 6 months of the year is shown 
by chart No. 3. 

You can see here when the interest rate was raised how the Federal 
Housing Administration business went up, and you will see the num- 
ber of Veterans’ Administration purchases. 

Senator Sparkman. Mr. Goodyear, may I point out to any of you 
people in the back of the room who cannot see the chart, if you have 
one of these statements you will find the charts in the back of it, and 
will be able to follow it very well from that. 

Mr. Goopyear. This sharp dip in here is the time Fannie May put 
in the requirement they would not purchase a loan over 4 months old. 
Then it shows today, and the current condition of its funds is shown 
on chart No. 4. This is the present portfolio. 

The black are the undisbursed commitments: the gray are the esti- 
mated funds available. It shows at this point you ‘have only about 
$300 million left, with about 3 weeks’ supply for purchase loans. 

It is clear that the agency will be completely out of funds within 
the next 3 weeks. Currentiy FNMA is purchasing mortgages in its 
secondary-market operation at a monthly rate approximating $140 
million. 
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The resolution which you are considering authorizes and directs 
the Secretary of the Treasury to purchase an additional $100 mil- 
lion of FNMA preferred stock. Under the law which allows 
FNMA to sell its debentures to the extent of 10 times its capital and 
surplus, the agency would thereby be enabled to raise an additional 
$1 billion in the private securities market to be used to buy Fed- 
eral Housing Administration and Veterans’ Administration loans in 
the so-called secondary-market operation. To provide FNMA with 
a ready interim market until it can sell its debentures in the private 
market from time to time, the resolution would further increase 
by $700 million the maximum amount of debentures of the agency 
which the Secretary of the Treasury can purchase, authorizing such 
increas use prior to July 1, 1957, and the full 
$700 million effective thereafter. 

At FNMA’s current volume, the $1 billion in debenture issuing 
authority authorized by the resolution would barely provide for 7 
months’ operation. We are firmly convinced that this is inadequate. 
The FNMA secondary market operation should be supplied with 
enough capital to support it at a maximum level for at least 1 full 
year. 

I would like to elaborate on this for just a moment. I do not want 
to be understood as being satisfied with this situation. These are 
just enough funds to operate on at a starvation rate, which is not 
sufficient. 

We believe that $250 million is necessary for that purpose if the 
home building industr y is to reverse its present downward trend. 

The effectiveness of FNMA in lar ge part depends upon the con- 
fidence of lenders in its continued av ailability. An originating lender 
cannot and will not commit to a builder today for a loan to be de- 
livered when the home is completed a year or more from today unless 
the lender is absolutely certain that the secondary market upon which 
he depends will be available on that future date. If FNMA is forced 
to pace its buying to an inadequate authorization or if lenders be- 
come convinced that it may at any time be forced to close its doors, 
its effectiveness will have been permanently impaired. 

The past month has provided striking evidence of the disrupting 
effect of approaching exhaustion of FNMA authority. In an under- 
standable effort to conserve its limited funds until the Congress could 
act, FNMA has been forced within the past few weeks to take two 
actions which have served to depress further the price at which Fed- 
eral Housing Administration and Veterans’ Administration mort- 
gage money is offered. First, FNMA raised from 1 percent to 2 per- 
cent the amount of stock required to be purchased as a condition 
precedent to selling loans to it; and, second, it dropped by one-half 
point its price for “GI 41% percent loans. For your information we 
have prepared chart No. 5 to show by States the prices offered by 
FNMA and the net cash return to the builder on mortgages sold to 
it at these prices. Private mortgage lenders have, of course, been 
quick correspondingly to drop their prices. 

In this area of the map in black the net cash return to the builder 
of a $12,000 mortgage sold to Fannie May is shown. In those States 
marked in black the builder receives $10,920. That is the net cash 
return to the builder. In those States marked in light gray the builder 
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receives $10,980. In the one State in dark gray he receives $11,040, 
and in these areas marked white in New England he receives $11, 100. 

I think that should very clearly illustr ate that discounts are not 
passed on to the buyer. 

We are convinced, therefore, that inadequate increase in the FNMA 
secondary market authority is not a wise economy. If the market is 
to be stabilized and panic selling by desperate builders avoided, it 
is in our opinion essential that FNMA be provided with sufficient 
authorization to permit it to buy freely over as long a period as may 
be necessary to ride out the storm. 

We hope, of course, for some general improvement in credit condi- 
tions and for an increase in the permissible rate of interest on GI 
loans which may relieve the strain in FNMA. However, there is no 
present reason to expect early relief from tight money ’ conditions: 
and we do not believe we can afford to gamble that an increased inter- 
est rate will alone prove completely ‘effective in reversing the un- 
healthy trend of the mortgage market. 

A few days ago I testified before the House Veterans’ Affairs Com- 
mittee in favor of an increase in the GI interest ‘ate, and I supplied 
to that committee a last-minute telegraphic survey of our membership, 
overwhelmingly evidencing the scarcity of GI financing and its high 
cost. For the information of this committee, I would like to submit 
for your record a copy of the results of that survey. We believe an 
increase in the GI rate is essential, but it is not the complete answer. 

We have attached to the top of the telegraphic survey a copy of our 
telegram, so that you can see exactly w hat the question was that was 
asked, and, of course, you can read the telegrams and see the answers. 

Senator Sparkman. Was it your wish to have this printed in the 
hearings ! 

Mr. Goopyrar. Whatever the pleasure of the committee is. We 
would like to have you have a copy of it for your information. 

Senator SparKMAN. I think it would be very well to put it in the 
hearings. We can either put it in at this point or as an appendix. 
Without objection, that will be done. 

Mr. Goopyrar. We are firmly convinced that the current deplorable 
situation will not soon be improved without action a to provide 
FNMA sufficient authority for the coming year. I repeat, to be effec- 
tive this should be done now. To make plans for the 1957 building 
season, lenders and builders must know now—in fact, they should have 
known weeks ago—the financial climate which they can expect 6 
months or a year from now. As this committee knows, builders must 
plan months ahead if they are to start construction this spring or sum- 
mer. But this year, because of lack of mortgage money, they have 
drastically cut their plans for new construction. 

sut even if FNMA’s secondary market operation is expanded to the 
extent we suggest, the mortgage situation is now so badly deteriorated 
that this cannot—without more—regenerate this year the construction 
needed in many areas of the country. The FNMA secondary market 
operation is geared to the private investment market; its prices are 
specifically limited to “the range of the market.” As the private mar- 
ket for home mortgages has plummeted during the past year, the 
FNMA secondary market operation has performed yeoman service in 
preventing « ‘complete chaos. But prices for F ederal Housing Admin- 
istration and Veterans’ Administration loans have now reached such 








54 INCREASED FNMA AUTHORIZATION 


low levels that the trend, in our opinion, cannot be reversed without the 
injection of stronger and more direct support. 

We therefore urge that this committee consider also immediate use 
of the special-assistance function of FNMA contained in the Housing 
Act of 1954. At the time of its enactment, the Congress wisely con- 
templated that emergency conditions in the mortgage market or in 
the economy might require the use of a more direct and potent sta- 
bilizer for the mortgage market than provided by FNMA’s secondary 

market operations. 

Sections 301 (b) and 305 (a) of the National Housing Act therefore 
established in FNMA a standby special-assistance function to be used 
for the financing of— 
home mortgages generally as a means of retarding or stopping a decline in mort- 
gage lending and home-building activities which threatens materially the sta- 
bility of a high level national economy (sec. 301 (b) ). 

This function is to be used when and to the extent that the President 
determines it to be in the public interest. 

We are sincerely convinced that the time has come to use that func- 
tion to its fullest extent. We are sincerely convinced that the decline 
in mortgage lending and home-building activities now threatens mate- 
rially the “stability of the national economy. We are sincerely and 
fully convinced not only that use of this function is in the public 
interest—but that it would not be in the public interest to withhold 
its use. 

We, therefore, urgently request this committee that it amend section 
305 (a) of the National Housing Act to activate FNMA’s special- 
assistance function immediately, and for that purpose authorize 
FNMA to issue its obligations to the Secretary of the Treasury up to 
$2 billion in addition to those which may now or hereafter be issued 
to the Treasury for secondary market purposes. 

Such special-assistance funds should be used, as an emergency re- 
lief, to provide mortgage credit in geographic areas and in price 
ranges where not now available, under rules to be prescribed by that 
agency. 

The presence in the mortgage market of a sufficient fund of this 
nature in itself will have a tremndous stabilizing effect. It will serve 
notice that the price for Federal Housing Administration and Vet- 
erans’ Administration loans will not continue indefinitely to sink. 

We do not make this recommendation lightly ; we are not unmindful 
of the impact on the Federal budget of the sums involved. Only after 
careful consideration and debate within our organization, and upon 
the profound conviction that drastic measures are absolutely necessary 
if complete collapse in mortgage financing is to be avoided, do we 
suggest a remedy of this nature. 

We believe that this committee should also consider removal of the 
current limitation on FNMA which prevents purchase of any mort- 
gage over $15,000 in principal amount. This limitation has an un- 
equal effect in various areas. It confines FNMA’s supporting opera- 
tion to a portion only of the mortgage market. As I believe I have 
made fully clear, we feel that the market today is so upset and dis- 
organized that FNMA should operate freely without regard to price 
limitation. 
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Last week the Vice Chairman of the Federal Reserve Board pub- 
licly stated that housing is a “postponable” item in the American 
economy today. This is the “let-them-eat-cake” philosophy. This 
industry emphatically disagrees. And we believe the millions of 
Americans who depend on suitable mortgage financing to buy homes 
also disagree. I submit the home-building industry is in danger of 
being “postponed” out of existence. 

Mr. Chairman and members of the committee, the home-building 
industry feels that its future hangs in the balance. I can tell this com- 
mittee, in all sincerity, that never in my experience have I heard from 
my fellow builders such unanimous expressions of deep concern as in 
the past several months. Our extremely grave view of the situation 
faced by home buyers, home builders—and therefore by the Nation— 
is contained in the following paragraphs from the NAHB 1957 policy 
statement which I mentioned a few minutes ago: 

Without financing suited to its ability to pay, the American family cannot buy 
a home. Without production credit at reasonable rates, home builders cannot 
effect, and pass on, the economies which their customers have a right to expect. 

The experience of the past two decades has dramatically demonstrated that 
(1) a healthy home-building industry is basic to a sound economy and, (2) more 
important, widespread private ownership of good homes is the basis of a strong 
and free society. The strength of America depends on the character of its 
people; and character is formed in the home. Out of the American home, the 
Nation is built. 

Gentlemen, unless adequate steps are taken now it will soon be im- 
possible for us to continue to build the American home. 

(The material referred to in Mr. Goodyear’s statement, follows :) 


TasLe A. Housing starts trends in selected principal metropolitan areas (percent 
change, 1st 10 months, 1956 from 1955 


January—October | January—October 
1956, percent change 1956, percent change 

Area from a year ago Area from a year ago 
United States total_._.._.._._..--. —1G) SONGS eee 
Ds aceetsnle niga nsession ni TRO +2 
WROTE oa os cinerea nies I he sectarian +1 
BORO. einstein soe EUEE EOIN ssn Si od ascents —23 
I. sc scccnsinsiinssicticetnseeeaeital —14 | Norfolk-Portsmouth____.---___-- —20 
WOR haiidtea ccc cmc an eats —10)| Oklahoma City__.___._._._-_-_..... —40 
OR os cc cine ecnleomenis —17 | Philadelphia___________-_-___- —_ —34 
TR 8 re sae Teas asec ov a kale imme —19 
CN a reece eet sae FON a reas —31 
Sac eect peices tage nrietuaeeea oo —O0) pan wane City. —ji 
To om Ge nn +10 
UR I teem eaianinenre cnc —12| San Francisco-Oakland_._______~ —32 
PE ES On Se eS ree = l Gentiles ts a ok ee —30 
GI PT ssi cescscindnn icra —~16 | Washington; D- C._............... —25 





2 Data are for full year. 


Source: Preliminary data based on U. S. Bureau of Labor Statistics reports. All 
data rounded to nearest percent. 
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CHART 2 


DECLINE SINCE 1955 - ALL FHA- VA 


(HOUSING STARTS ON A TWELVE MONTH MOVING BASIS 1953-56) 
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CuartT 38 


FNMA PURCHASES SOAR DURING 1956, 
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CHART 4 
FNMA's AUTHORIZATION 
NEARLY EXHAUSTED 
{SECONDARY MARKET) 


BILLION BILLION 


DOLLARS DOLLARS 
OUTSTANDING OUTSTANDING 
16 pe i. 


FNMA PORTFOLIO 
& UNDISBURSED COMMITMENTS 









UNDISBURSED 
COMMITMENTS 


ood 
a8 
me CO 
ay 
an 
Pt 
a 
=I 
ml 
ee "1 
oe 
uJ 
~ 
< 
= 
t-¥% 
As 
head a 





0.4 
9.25 io cs ani en 
PORTFOLIO 
o } — nice 4 jai 
JAN JAN AN 








{LSxHYAW ANYONE 


WHI) WOW XY 
"ENSAATA-“NMOO WHKINI 


O20 hs +0" 
OSe i! es 
OOy OZe 


AUTHORIZATION 





INCREASED FNMA 
z 
x 
j~ 
isd 
a 
oe 
wh 
Et 
fd 
Ww 


{SSiViS Ag) 


YWWN4 OL G10S 39VOLYOW 000'ZI¢ NO YSCTING OL NYNLSY HSVO L3N 


S g IaVHO 





INCREASED FNMA AUTHORIZATION 61 


1957 Poticy STATEMENT OF NATIONAL ASSOCIATION OF HoME BUILDERS 


The home building industry faces in 1957 conditions which threaten to cancel 
its 25 years of steady progress toward the goal of good homes for all Americans, 
This progress has been made possible by low downpayment, long-term mortgage 
financing at relatively low rates of interest. There is now an alarming trend 
away from this necessary pattern. 

Without financing suited to its ability to pay, the American family cannot buy 
a home. Without production credit at reasonable rates home builders cannot 
effect, and pass on, the economies which their customers have a right to expect. 

The experience of the past two decades has dramatically demonstrated that 
(1) a healthy home building industry is basic to a sound economy and (2) more 
important, widespread private ownership of good homes is the basis of a strong 
and free society. The strength of America depends on the character of its people; 
and character is formed in the home. Out of the American home, the Nation is 
built. 

We are deeply concerned that these truths are being forgotten by some in posi- 
tions of authority. At a time when our economy is at its peak, the average 
American finds it increasingly difficult to buy a home. While the economy booms, 
housing starts are down. Current FHA and VA applications indicate an even 
sharper drop to come. Most significantly, the decrease in available housing is 
almost entirely in the price ranges for moderate income families. There is some- 
thing fundamentally wrong with a credit situation which denies homeownership 
to increasing numbers of Americans. 

Home buyers, particularly those of modest means, are inordinately affected 
by the burden of tight money. Meanwhile, credit continues, without visible im- 
pairment, to flow in recordbreaking amounts into industrial expansion and into 
shorter term and higher yielding consumer loans. Irreparable damage to the 
home building industry, to other small business and to the Nation must inevit- 
ably follow if credit is available only to those who can afford to pay a high 
price. To accomplish the stated and laudable objective of preventing inflation, 
Federal Reserve and Government credit policies must be reshaped to insure 
more equitable distribution of available credit to all sectors of the economy. 
Only thus can the basic shelter needs of the American public be satisfied in today’s 
economy. 

Home buyers must continue to suffer because our industry—compared with 
others—does not enjoy equal opportunity of access to the capital supply. Our 
industry is immediately affected by (1) special tax and similar advantages to 
other industries which severely restrict the ability of the home builder—and of 
his typical customer—to compete for money, and (2) governmentally stimulated 
competition for capital for guaranteed loans for ship construction, for public 
buildings and for military housing. This will be further aggravated by the 
roadbuilding program. Some means must he found to apportion available credit 
properly to our industry and to these and other desirable uses. 

With all of this in mind, the 40,000 members of the National Association of 
Home Builders declare for 1957 the following policy designed: First, as an 
emergency measure to provide mortgage funds in geographic areas and in price 
ranges where not now available through parity of VA and FIA interest rates, 
recognizing that this will be futile without expansion of the Federal National 
Mortgage Association and, second, as a permanent solution, to (1) establish a 
sound central mortgage facility and (2) reexamine the Nation’s tax and credit 
structure. 

I. MORTGAGE FINANCE 


The legislative ceiling on the VA interest rate must immediately be equalized 
with that limiting the FHA rate. We hope that the higher rate will increase 
available mortgage money and reduce discounts demanded by lenders. We urge 
lending institutions, recognizing their responsibilities, to avoid unconscionable 
charges which can be exacted in today’s economic climate. Otherwise, the inevi- 
table reaction against excesses (now becoming distressingly frequent) will further 
increase pressure for direct governmental lending. 

If our economy is to maintain necessary stability, the tremendous demand for 
capital must be controlled at its source. The full weight of the Federal Govern- 
ment must be placed behind measures to distribute credit more equitably to all 
parts of the economy, including steps to defer all except immediately necessary 
publie works and to institute a voluntary credit control program. 
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To provide an orderly transition to normal financing for World War II 
veterans and to recognize, for veterans and nonveterans alike, today’s cost 
levels, Congress should (a) revise FHA’s minimum down payment schedule and 
mortgage limit, and (0) extend GI loan rights for World War II veterans. 

FHA should, by a searhcing self-examination, bring up to date its processing 
requirements and procedures. 


Il, MONETARY AND CREDIT STRUCTURE 


Recognizing that our monetary and credit system has not been revised in 
nearly a half a century, the President and congressional leaders have proposed 
a thorough reexamination of the Nation’s financial and credit structure to deter- 
mine its adequacy in today’s economy. We vigorously support this proposal. 


Ill. EXPANSION OF MORTGAGE SOURCES 


To meet the current emergency it is essential that Congress forthwith (@) 
expand FNMA’s preferred stock by $250 million to provide FNMA with sufficient 
borrowing power in the private securities market to continue its secondary 
market operation in needed volume; (0b) recognize that an emergency exists 
within the meaning of FNMA’s established special assistance function requiring 
use of that authority to the extent of $2 billion immediately to prevent further 
dangerous deterioration of the mortgage market and of our economy, and (c) 
remove the $15,000 limitation on mortgages eligible for sale to FNMA. 

The current mortgage crisis sharply illustrates the lack of an adequate reserve 
mortgage banking system and the inherent defects of the mortgage instrument. 
FNMA, soundly managed under difficult conditions, within its limited means has 
done its best to prevent an even more acute shortage of home mortgage credit; 
but there is no adequate instrumentality (comparable to the Federal Reserve 
System in the field of commercial credit) to cope with the problem of stabilizing 
home mortgage financing. For this purpose, we have long urged conversion of 
Federal National Mortgage Association into a true central mortgage bank. 

The recent encouraging trend toward mortgage investment by pension and 
welfare funds should be vigorously encouraged and the proper function in 
mortgage investment of the rapidly accumulating pension and welfare funds 
be fully explored. 

IV. TAXATION 


The natural disadvantage of home building in the competition for capital has 
been increased by tax provisions which powerfully stimulate capital expenditures 
by other industries. Fast depreciation writeoffs are the most important single 
factor underlying the current excessive demand for capital. In contrast, the 
tax laws provide little, if any, incentive to home owners or builders. Expendi- 
tures for home repair and maintenance, in excess of 3 percent of the owner’s in- 
come, should be tax deductible. We urge a restudy of the Nation’s tax structure 
with particular attention on the impact of taxes in preventing accumulation of 
working capital for land development and construction ; restudy of capital gains 
on real estate; and other means of adjusting tax laws to encourage, instead of 
to restrict, residential construction. 


V. PRODUCTION PROBLEMS 


Homes in numbers consistent with an expanding population and growing 
economy and in price ranges for a broad market cannot be produced unless 
Federal and local governments and mortgage lenders cease discouraging con- 
struction of homes at prices the mass market can afford. 

Last year we noted with concern that burdensome local zoning, building and 
subdivision regulations; the exorbitant cost of financing; high land cost; and the 
unnecessary constant increases in VA and FHA requirements are inevitably 
taking home building beyond the reach of its true market—the average American 
family. This year scarce and expensive financing and mounting material costs 
have increased the dangerous pressure toward more costly construction. The 
mistaken philosophy that there are too many low-cost homes is now heard 
even in government planning. We must return to fundamentals to avoid dis- 
astrous limitation of our market. 

Since only by constant and competent research in both the technical and 
marketing aspects of home building can the American people be assured of 
homes that best serve their needs, we once again urge the stimulation of home 
building research programs on all levels. 
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VI. REHABILITATION, REDEVELOPMENT, AND RENTAL HOUSING 


Widespread public interest in halting the deterioration of existing homes 
through better enforcement of health and housing laws and in redeveloping our 
blighted urban areas has at last reinforced the efforts of the home-building indus- 
try. Further progress in urban renewal now will depend upon Government moves 
to develop more practical regulations, expeditious procedures, and realistic atti- 
tudes. We are encouraged by HHFA’s recent attempt to simplify requirements 
imposed on municipalities as a condition precedent to rehabilitation programs 
and to assistance in the acquisition of land. 

The adequacy of present section 221 provisions to accomplish original congres- 
sional intent must be constantly reexamined. 

Unfortunately, the construction of multifamily redevelopment projects (as of 
all rental housing) continues to be retarded by FHA’s basic assumption, now 
firmly embedded in its regulations and procedures, that rental housing sponsors 
must be disciplined and unreasonably controlled. Badly needed financing for 
modest rental housing will not be available unless and until FHA reexamines 
realistically its entire approach in this field. 


VII. THE “PACKAGED MORTGAGE” 


Public recognition in recent years that certain equipment and appliances are 
part of a home—to be financed in the home mortgage—has contributed enor- 
mously to the rising American standard of living. Such equipment as the electric 
refrigerator and the washing machine are now popularly considered as much of 
a modern necessity as central heating and the kitchen range and oven (all origi- 
nally regarded as personal property). Certain groups now seek to force buyers 
into expensive, short-term financing for home equipment and appliances. The 
home-building industry vigorously opposes this effort to turn back the calendar. 


Vill. PUBLIC HOUSING 


There is no justification for continuing the outdated public housing program. 
Increasing vacancies in existing public housing in most areas have confirmed our 
declaration last year that rising consumer incomes have entirely eliminated any 
need for additional Federal public housing. 


Every dollar invested in public housing bonds reduces the amount of mortgage 
credit available for private construction. 

The Congress should investigate to determine whether occupancy in public 
housing is confined as intended to low-income families. We continue to insist 
that existing public housing projects be disposed of where no longer needed. 


IX. COMMUNITY FACILITIES 


The most important need for the long-range growth of our urban civilization 
and our rapidly expanding population is adequate provision of community fa- 
cilities needed for modern family living. Communities are falling further and 
further behind in producing schools, street, sewer and water and other facilities 
and are adapting palliatives which cause serious present and future difficulties. 
ivery level of government must (a) study the present and long range needs 
of our urban areas; (0) determine the tools available and needed to provide the 
facilities; and (c) stimulate other government, private institutions, and the 
general citizenry to recognize the need for positive action and cooperation. 
Builders, government, and all citizens must work together to provide for family 
needs within the community and the home in a manner that will promote and 
not deter homeownership. 

X. LABOR 


High productivity is essential if the American people are to be properly housed. 
We oppose restrictive practices which delay or prevent technological advances, 
new methods of construction and development of new materials. 

We regard as indefensible coercion of workers through pressure on neutral 
persons by secondary boycotts. We oppose legislation which would weaken the 
secondary boycott provisions of existing law and we support amendments to 
strengthen these provisions. 
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XI. MILITARY HOUSING 


Fully recognizing the importance of good housing to the Military HEstablish- 
ment to which is entrusted the defense of our country, we urge constant reex- 
amination to prevent excessive programing, which unfortunately is occurring in 
some areas. 





ReEsvuLtTs oF TELEGRAPHIC SURVEY IN PREPARATION FOR HeArInGs BEFORE THE 
House VETERANS’ AFFAIRS COMMITTEE, JANUARY 31, 1957 


In preparation for the above hearing, President George Goodyear sent the 
following telegram to all affiliated local associations and chapters: 

“T am presenting NAHB testimony Thursday morning January 31, before the 
House Veterans’ Affairs Committee in favor of increase in VA interest rate. 
Please advise me by return wire of current situation on supply of mortgage 
funds for VA program at 4% percent. What would be effect in your area if 
Congress fails to raise rate? What would be effect of increase to 5 percent?” 

Copies of the replies to these questions are attached, separated by NAHB 
regions and States. 


REGION I—MAINE, NEW HAMPSHIRE, VERMONT, CONNECTICUT, MASSACHUSETTS, AND 
RHODE ISLAND 
Manchester, N. H. 


New Hampshire money supply at 4 percent fair but amortization lowered to 
15 years thereby canceling out 60 percent of market; 5 percent would raise 
amortization thus making better market.—F. J. Driscoll, executive secretary, 
Builders Association of New Hampshire. 


Hartford, Conn. 


In reply your telegram, no local lending institutions or insurance companies 
have money for GI mortgages. All are out of business insofar as GI market 
is concerned. If Congress fails to pass interest rate increase situation locally 
would remain same, and house sales would fall off considerably. If rate in- 
creased to 5 percent all local banks advise they would be back in the GI market. 
Largest bank announces they have $15 million available for GI loans.—Clayton 
W. Johnson, executive vice president, Home Builders Association of Hartford 
County. 

Bridgeport, Conn. 

Relatively little 44% percent VA mortgage funds available. If not raised will 
be no VA loans; 5 percent VA mortgage money appears to be attractive to 
lenders.—Jackson Potter, executive vice president, Home Builders Association 
of Fairfield County. 


New Haven, Conn. 

In answer to your telegram contacted three different type lending institu- 
tions. General conditions at present: 1, out of market; 2, limited market with 
20-vear maximum plus 1 percent premium; 3, available to customers of insti- 
tution only. If Congress fails to raise rates same will apply as above. If 
increased to 5 percent, all agree money will be available at 99 to par.—P. J. 
Lovett, executive secretary, Home Builders Association of Greater New Haven, 
Ine. 


Springfield, Mass. 

Local’ banks accepting GI loans from customers at 41%4 percent. If rate is 
increased they would seek more business in that line. Main problem is that banks 
are nearing legal limit. Would prefer higher rate-——Edward Watson, executive 
director, Greater Springfield Home Builders Association. 

Worcester, Mass. 

The Worcester association feels that in order to prevent the siphoning off of 
available funds from the mortgage field to the corporate bond field, an increase 
in the VA interest rate would be very desirable.—Louise A. Baucher, executive 
secretary, Home Builders Association of Worcester. 


Boston, Mass. 

VA rate increase necessary to compete with FHA for limited funds this area. 
However, rate increase does not mean more funds available-—Charles R. Bragg, 
manager-director, Home Builders Association of Greater Boston. 
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Lowell, Mass. 

There are little or no mortgage funds for VA program in our area at present 
414 percent rate. Lelieve very strongly that increase to 5 percent would alleviate 
this situation.—Gilbert H. Campbell, president, Home Builders Association of 
Greater Lowell. 

Providence, R. I. 

Reference your telegram VA interest rate. VA mortgage funds supply very 
little. Effect would be small; if VA interest is not raised because most people 
have sufficient down payment to go FHA. Effective interest to 5 percent would 
help. We favor increase to 5 percent.—Ross Degata, executive director, Home 
Builders Association of Rhode Island. 


REGION II-—STATE OF NEW YORK 
Albany, N. Y. 

Re tel VA interest. No funds available at 414 percent. Interest increase 
would save builders already committed but would be of little assistance starting 
new programs because of general lack of mortgage money. If not increased 
many builders having construction completed under VA without firm commit- 
ments will face bankruptcy.—Joseph F. Degnan, New York State Home Builder 
Association. 

Rockland County, N. Y. 

Re tel VA interest increase. No funds available in this area for VA loans at 
41%, percent except at excessive premiums. If Congress fails to raise rate there 
will be no GI building here. If rate is increased to 5 percent banks are willing 
to lend funds for this purpose.—James R. Moody, executive director, Rockland 
County Home Builders Association. 

Rochester, N. Y. 

Re wire. Several local lending institutions refusing 4144 percent loans includ- 
ing VA. Mortgage money being diverted to FHA and conventional lending. It 
is expected that this policy will continue under present conditions. Local mort- 
gage money readily available at 5 to 514 percent.—Willium J. Hill, executive 
secretary, Rochester Home Builders Association. 

White Plains, N. Y. 
VA’s not available at 414 percent; 5 percent should be available at 98.—Albert 


E. Berkeley, chairman, mortgage and finance committee, Home Builders Asso- 
ciation of Westchester. 
Buffalo, N. Y. 

Mortgage money supply for GI loans at 4% percent. Have been cut 34 percent 
since November 1, 1956, in this area. If Congress fails to raise rates they can 
cut the VA staff 50 percent immediately or close the office in 6 months. Veteran 
purchases would have an equal chance of purchase at 5 percent rate and discount 
charges to builders or sellers would be dropped.—John C. Donovan, Niagara 
Frontier Builders Association. 


Hempstead, N. Y. 


Re your telegram. Although prime lenders in this area have more than $200 
million outstanding in VA commitments most commitments carry 90-day clauses. 
These are expiring rapidly and will not be renewed. Result will be no GI money 
at 4% percent. Several prime lenders have been refusing VA commitments for 
past 3 or 4 months and these lenders have virtually no outstanding VA commit- 
ments now nor, will they make any, unless rate is 5 percent. Most say they 
ean live with that rate and will get back into market. Of much more importance 
than higher VA interest rate is legislation providing substantially lower FHA 
downpayment along lines in the Teague bill and as proposed by NAHB mortgage 
finance committee to accomplish orderly transition into one housing agency 
for all American home buyers when GI program expires July 25, 1958. Also 
it is imperative that a very early effective date be established for lower FHA 
downpayments. Lenders here say no later than October 1, 1957.—R. S. Hunt, 
executive vice president. 


Schenectady, N. Y. 


No VA mortgage applications accepted by local lending institutions. Situa- 
tion critical, increase to 5 percent would be helpful.—John J. Cassidy, executive 
director, Home Builders Association of Schenectady. 
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Syracuse, N. Y. 


Five percent rate needed to keep funds active in GI market in this area. 
Continuance of 4% percent rate will result in increase and downpayment require- 
ments and withdrawal from GI loans. Money will switch to bond market. Five 
percent rate will be more competitive with bond market. All banks and savings 
and loans in this area on 3 percent divided rate to depositors. Activity in GI 
loans depends of 5 percent rate as well as increase in deposits —James L. Fiore, 
president, Home Builders Association of Greater Syracuse, Inc. 


Johnson City, N. Y. 


In view of the present uneconomic VA rate, VA mortgage funds have been 
slowly drying up. Main lenders in the area have indicated that funds would 
be available at 5 percent.—William Sliker, secretary, Southern Tier Home 
Builders Association. 


Lake George, N. Y. 


Please be advised First National Bank of Glen Falls advises that VA mortgages 
are generally unattractive business. They discourage loan seekers with 10 per- 
cent down, 10 year term at 4% percent and suggest that they are selling below 
par in the secondary market. Local banks have not as yet found it necessary 
to sell in this market. Even a5 percent interest rate cannot correct the situation 
and terms would remain the same. Glen Falls National Bank & Trust Co. gives 
15 percent down and 20-year term but suggest that they discourage loan seekers 
in favor of FHA terms because of higher percentage of mortgage guaranty and 
higher interest rate. They would feel VA loans were as attractive as FHA if 
the interest rate was 5 percent. It seems to be the general consensus of opinion 
that a 5 percent rate on VA loans will have little impact, if any, on this area.— 
Thomas Woods, secretary, Home Builders Association of Northern New York, 
Diamond Point. 


Newburgh, N. Y. 
Critical shortage, 44% percent mortgages available only on 4 to 8 percent dis- 
count; 5 percent VA would probably open market. Local thinking that congres- 


sional action lowering FHA downpayments eliminating of VA would solve long- 
range problems.—Duso Home Builders Association. 


REGION IITI—DELAWARE AND PENNSYLVANIA 


Philadelphia, Pa. 

Concerning testimony before House Veterans’ Affairs Committee, wish to 
report following mortgage funds for VA at 4% percent virtually nonexistent 
at this time. Any funds available carry exorbitant discount rates. If Congress 
fails to raise rates, all VA deals will wither on vine. Affect of increase to 5 
percent will not create par market but will definitely help situation.—Bill John- 
son, executive vice president, Home Builders Association of Philadelphia and 
suburbs. 

Erie, Pa. 

In re VA money available 41%4 percent very little or none; 7 to 10 points on 
what is available. If rate is not increased VA mortgages will be a thing of the 
past in Erie area. If raised to 5 percent effect will not be immediate but will 
encourage more funds by midseason.—Charles G. Arney, executive director, Home 
Builders Association of northwestern Pennsylvania. 

Pittsburgh, Pa. 

No VA mortgage funds available at 4% percent. If increased to 5 percent 
would be on par with FHA.—Richard B. Irwin, executive director, Home Builders 
Association of Metropolitan Pittsburgh. 

Johnstown, Pa. 

Very limited VA mortgage funds available here at 41%4 percent. If raised to 
5 percent a small increase in available funds should result. If rate is not raised 
situation here would remain static—Wm. Shaefer, executive director, Home 
Builders Association of Greater Johnstown. 


Sharon, Pa. 


Reluctance of local lending agencies to provide mortgage money at 414 percent. 
If Congress fails to raise rate would mean virtual elimination of VA loans in 








INCREASED FNMA AUTHORIZATION 67 


this area. Raising rate to 5 percent is most recommended.—Thomas Teague, 
secretary, Shenango Valley Home Builders Association. 


Allentown, Pa. 


Increase in VA interest rate imperative. Resurrect almost nonexistent vet- 
erans market. Limited funds available on expiring old commitments. Meager 
amounts obtainable on high point basis. Builders are fearful of 1957 market. 
Please implore help from Congress.—Larry Knoblach, executive secretary, Lehigh 
Valley Home Builders Association. 


Lancaster, Pa. 

No mortgage funds available for VA program at 414 percent. Increase to 5 
percent only salvation and would aid all current financing. Best of luck.— 
Hlwood K. Snyder, executive secretary, Home Builders Association of Lancaster 
County. 


Wilmington, Del. 


Ralph H. Stone in testimony Friday, January 25 before House Veterans Com- 
mittee, selected Wilmington as one of the examples where VA mortgage market 
dried up completely since FHA interest rate was raised. References made to 
these remarks were information beyond our local analysis which follows supply 
of mortgage funds for VA at 4% percent absolutely nonexistent. If Congress 
fails to raise rate no hope can be extended for any VA mortgage money in this 
area. Market overhung at 4% percent extremely heavy with all Delaware mort- 
gage men. Further analysis reveals large number of sales at 414 percent without 
prior commitment which will disrupt hundreds of buyers and undermine building 
program of numerous builders. Most serious effects of failure to raise VA rate 
to 5 percent will be felt in used-home market which has increased sharply in 
past 6 months. While increase to 5 percent will not provide long-range loosening 
of funds it will at least place VA mortgages on competitive basis with FHA and 
elevate extreme distress now existing and threatening to become worse.—Leon 
N. Weiner, president, Home Builders Association of Delaware, Inc. 


REGION IV-—-MARYLAND, DISTRICT OF COLUMBTA, VIRGINIA, AND WEST VIRGINIA 


Waynesboro, Va. 


The 4-percent VA mortgage funds cannot be had in this area. The increase 
to 5-percent interest rate would no doubt make fore funds available for VA 
loans and ease the shortage of funds in this area.—William I. Hardman, secre- 
tary-treasurer, Waynesboro Home Builders Chapter of National Association of 
Home Builders. 

Norfolk, Va. 

Your telegram referred to me. Currently VA 414-percent loans are available 
in limited supply at discount of 92 percent. Mortgage in anticipation of VA 
increase are quoting 5-percent FHA’s and VA’s at 96 percent. If Congress fails 
to increase rate to attract investors we feel that home building in this area 
would come to a virtual standstill and that 4%4-percent loans would be handled 
in a completely distressed market.—Tidewater Association of Home Builders, 
Stanley Waranch. 


Roanoke, Va. 


Retel 28. Due to current money market, construction of homes for veterans is 
off at least 70 percent over this time last year. Only money available for GI 
loans in Roanoke area is for select homes through FNMA, with a discount of 5% 
percent, 1 percent processing fee, 2 percent stock purchase. Stock has a value of 
approximately 48 cents on the dollar. If rate is not increased there will be large 
number of workers in residential structural field and allied fields in this area 
unemployed. If rate is increased we feel there will be some money available 
with a discount rate of approximately 3 percent. In order to maintain our 
minimum requirements for veterans in this area we feel more money must be 
made available through FNMA or direct loans through VA.—W. E .Long, execu- 
tive secretary, Roanoke Valley Home Builders Association. 

Richmond, Va. 

No money available at 4%4 percent now or in the foreseeable future. Mortgage 

people feel that 5 percent would make some more money available but do not 


feel that 5 percent would satisfy the demand.—Dick Rathbun, Home Builders 
Association of Richmond, 
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Petersburg, Va. 


Mortgage funds for GI housing are unobtainable in the Home Builders Asso- 
ciation of Southside, Va., area except at rates in excess of what a builder is 
able to pay and stay in business. Housing starts from prospective sales are at 
a complete standstill in this area because of lack of mortgage funds, even though 
there is great demand for the houses. Unless VA interest rates are raised to 
5 percent as soon as possible by Congress it is our belief that GI housing will 
cease completely.—Glen T. Hastings, Jr., secretary, Home Builders Association 
of Southside, Va. 

Hampton, Va. 

In reply to your wire: No. 1—Very sparse supply of mortgage funds for VA 
program at 414 percent and only at unusually high discounts. No. 2—If Con- 
gress fails to raise rate, discounts on 4% percent VA loans will be too prohibitive 
for builders to accept them. No. 3—More money would be available at 5 percent 
and although discounts would remain high, loosening of money market would 
make much more building feasible-—William F. Miller, Executive Officer, Home 
Builders Association of Virginia Peninsula. 

Washington, D. C. 

Current supply of mortgage funds for VA program at 414 percent—none what- 
soever. Effect if Congress fails to raise rate—situation won't change. Effect of 
increase to 5 percent—majority of our builders and mortgagees do not believe 
that an increase would have too much effect in this area. It is the opinion of 
our Mortgage Banking Committee that FNMA should be raised to about $3 
billion to support the secondary market which was the original intention of the 
act which set up FNMA. 

Baitimore, Md. 

On VA interest rate—present supply of 414, very little money available and 
only at very high discounts, some report none available—no raise, then no market 
for 4% as long as tight money—5 percent, plenty would be made, with nominal 
points and especially plenty if tight market eases some. Recommend 5 percent 
and question of maybe free interest rate to go up and down with competition 
with a maximum limit by State law such as Maryland 6 percent limit.—Jack 
B. Candler, Home Builders Association of Maryland. 





REGION VY——NORTH CAROLINA AND SOUTH CAROLINA 


High Point, N.C. 

No mortgage funds available at 4%4 percent for past 6 months. If no raise 
home building here will continue to suffer. Increase “may help’ was reaction. 
Census—money is just too tight—Edward N. Post, Executive Secretary, Home 
Builders Association of High Point. 


Charlotte, N. C. 

Currently in Charlotte, we have a very small supply of 414-percent mortgage 
funds at excessive and prohibitive discount. If Congress fails to raise rate our 
VA program will die as far as non-Government investors. Increase to 5 percent 
would tend to lower discount to a more usable price. The going market price 
for financing single-family dwellings in Charlotte is 544 percent interest at par.— 
Robert W. Barker, Executive Director, Home Builders Association of Char- 


lotte. 
Aiken, 8. €. 

Thank you for your telegram this morning. No mortgage funds available at 
the present VA 4%%-percent interest rate for less than 8 to 12 points discount. 
To increase interest rate to 5 percent there would be funds available at from 
2- to 4-point discount. There are no direct loans available unless proper facili- 
ties are set up to process loans. VA building here for the present has stopped.— 
A. T. Gollihugh, Secretary, Aiken Builders Loan Association. 


Columbia, S. C. 


In reply to your wire there is no 414-percent mortgage money available here. 
Unless VA money is made available building here will remain at a standstill. If 
interest rate is increased to 5 percent we feel that there will be sufficient money 
available—Thomas N. Bagnal, Secretary, Home Builders Association of Co- 
lumbia. 
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Myrtle Beach, 8. C. 

Who knows? VA loan practically nonexistent in our area except at exorbitant 
discount rates as high as 8 percent. Five percent VA loan bound to help some. 
Six percent definitely would help in both VA and FHA. Finding most home 
builders would be glad to pay 6 percent if mortgage money available.—D. M. 
Campbell, Secretary-Treasurer, Home Builders Association of Coastal South 
Carolina. 


REGION VI—GEORGIA, FLORIDA, ALABAMA, AND PUERTO RICO 


Miami, Fla. 


Retel no VA mortgage market at 414, maybe some relief at 5 percent.—S. A. 
Dansyear, executive director, Home Builders Association of South Florida. 


Gainesville, Fla. 

I have checked with Stockton, Whatley, Davin investor in Jacksonville, Fla. ; 
they feel that if interest rate for VA loans were raised to 5 percent that it 
would help to relieve money for VA loans. At present there is no money avail- 
able at 414-percent interest rate in the Gainesville, Fla., area. Our builders 
have a waiting list of veterans wanting VA homes.—Clark Butler, secretary, 
Home Builders Association of Gainesville, Fla. 


Orlando, Fila. 

Supply funds VA 4 percent none; if not raised continue none available. If 
raised 5 percent put builders back in business.—Ray Erskine, executive director, 
Home Builders Association of Florida. 


Jacksonville, Fla. 

Replying to your wire of January 28 I wish to inform you that the current 
situation of supply of mortgage funds for VA programs at 41% percent is almost 
exhausted. If Congress fails to raise rate it will be very detrimental, almost 
eliminate VA mortgages; 514 percent increase will help in maintaining building 
programs.—Anne T. Caven, secretary, Home Builders Association of Jackson- 
ville. 

Lakeland, Fla, 

No 4% percent VA mortgage money available here at present. Should be 
available at approximately 4 points discount if rate goes to 5 percent.—E. G. 
Roelichen, executive secretary, Polk County Builders Association. 

St. Petersburg, Fla. 

Mortgage funds for VA program at 414 percent are practically nonexistent 
in this area. Increase to 5 percent may help.—Lewis D. Williams, executive 
director, Contractors & Builders Association of Pinellas County. 

JVampa, Fla. 

In reply to questions of January 28: (1) There is none. (2) The VA housing 
program would be finished. (3) It would make availability of veterans homes 
on a parity with FHA homes. In conclusion, we al) favor increasing VA interest 
rate.—Bob Jacobson, president, Home Builders Association of Tampa. 
Bradenton, Fla. 

The only market seems to be FNMA for VA loans. Closing at 90 to be pur- 
chased later FNMA. We sincerely feel 5 percent on VA’s is a must to keep VA 
program alive in this area. At this time very little activity due to discounts.— 
Joe I. Lively, Jr., president, Home Builders Association, Manatee County. 
Pensacola, Fla. 

Retel January 28. Current situation on supply of mortgage funds nil. No 
money available for VA program at 41% percent. A limited supply of money 
would be available if VA interest was 5 percent.—Mrs. Gervais A. Boyd, West 
Florida Home Builders Association. 

Palm Beach, Fia. 

Current supply of VA 4% percent nonexistent. If VA’s not made more at- 
tractive to lenders housing starts in this area will be seriously curtailed. If 
interest raised VA funds are expected to become available, however will still 
be discounted, that is one large lender says 96.—R. M. McClintock, executive 
secretary, Hoine Builders Association of Palm Beach City. 
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Daytona Beach, Fla. 

Current situation poor regarding local VA loans. Probably will become more 
difficult this year if rate remains 4% percent. Outlook will be brighter if 5 
percent is made possible according to local lending sources._-Ernest Widmer, 
Jr., secretary, Daytona Beach Home Builders Association. 


Rome, Ga. 

Last known mortgage lending company operating in this area not in the VA 
mortgage market as of January 28. Money reluctantly available Atlanta at 
§ points discount, anticipate discount will be 4 points if GI interest increased 
to 5 percent and money will then be available although not abundantly. Local 
savings and loan association say they will not reenter VA-FHA mortgage 
market unless interest increases to 5% to 6 percent. No, repeat no, VA money 
available at any price now.—Secretary-treasurer, Home Builders Association 
of Rome. 


Albany, Ga. 

No VA money available in this area other than FNMA. If interest rate stays 
4% percent FNMA will be our only outlet, and the present discount is 7% to 10 
percent. If interest raised to 5 percent lending institutions will take loan at 
2 to 4 percent discount.—Jerome E. Parker, secretary, Albany Home Builders 
Association. 


Atlanta, Ga. 

Mortgage funds for VA program currently nonexistent in metropolitan Atlanta 
area. If interest rate is raised some relief may come from local institutions but 
overall situation to remain very tight—John K. McDorman, executive vice 
president, Home Builders Association of Metropolitan Atlanta. 


Athens, Ga. 

Current supply of mortgage money bad. Lowest discount 914 points. 5 or 
514 percent would improve local situation. Immediate action is needed locally.— 
H. H. Logan, secretary, Home Builders Association of Athens. 


Savannah, Ga. 

Re your wire. Increase VA interest rate. Supply of mortgage funds at 414 
percent nonexistent. Failure to raise rate result stalemate. Increase to 5 per- 
cent will help slightly last half 1957.—Oliver R. Toomey, executive director, 
Home Builders Association of Savannah. 


Augusta, Ga. 

Retel. In my opinion if VA interest rate not increased to 5 percent, there will 
not be any VA mortgage funds available this area; 4%4 percent loans impossible 
to secure here at present.—Otis G. Cartledge, Jr., secretary, Home Builders Asso- 
ciation of Augusta, Inc. 


Columbus, Ga. 

Only GI money at all 8 to 10 percent discount. Very little of that. Increased 
to 5 percent possible clear up situation in 6 to 8 weeks. If not increased GI 
building would stop. FNMA suggests Congress appropriate more FNMA funds 
to liquidate current holdings.—Lee Stall, secretary-treasurer, Home Builders 
Association of Columbus. 


Macon, Ga. 

Retel. Veterans in this area being denied housing due to nonavailability of 
414-percent mortgage money. No money in sight at current rate. Increase to 
5 percent will create some flow. If Congress fails to act entire housing pro- 
gram and economy in this area will be adversely affected.—B. W. Marshall, 
Secretary, Home Builders Association of Macon. 


Mobile, Ala. 

No dependable GI mortgage money available our area. Small amount at high 
downpayment and high discount. Strongly urge rate increase to meet veterans’ 
needs in this area for housing.—Robert F. Diehl, president, Home Builders Asso- 
ciation of Mobile. 


Montgomery, Ala. 


Mortgage funds VA at 414 percent extremely hard to find and only at high 
discount. Would most probably continue if no interest rate increase. Mont- 
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gomery builders, lenders, and brokers seem to oppose 5 percent increase. Be- 
lieve very temparary chang2 in VA market here would result.—Arthur E. Stew- 
art, executive vice president, Montgomery Home Builders Association. 


Birmingham, Ala. 


RE yourtel. Some VA money at 4% percent at 8 to 10 percent discount. 
Failure to raise rate would leave conditions as is. Increase to 5 percent perhaps 
would lower discount 4 to 6 percent.—J. L. Baswell, Birmingham Association of 
Home Builders. 


Dothan, Ala, 


Mortgage funds for 41%4 percent VA loans nonexistent locally, except at pro- 
hibitive discount. Construction here will drop 50 percent this year without an 
increase in the GI rete. With increase to 5 percent, construction wil lbe sharply 
improved over present pace.—Alfred J. Saliba, secretary, HBA of Dothan. 


San Juan, P. R. 

Congress’ failure approval increase VA interest rate will practically eliminate 
all VA housing except for direct loans. Approval will increase VA business con- 
siderably.—Francisco Fortuno, executive secretary. 


REGION VII—-MICHIGAN 
Flint, Mich. 

Current supply of mortgage funds VA construction almost entire nonexistent, 
except at prohibitive discounts. If Congress fails to raise the interest rate there 
will be no new starts under this program locally. If interest rate is increased 
to 5 percent these mortgages will again be sufficiently attractive to compete with 
FHA insured mortgages for available funds.—George P. Stubbs, president, Flint 
Association of Home Builders. 


Muskegon, Mich. 


Retel. Investors not interested in VA loans at present rate of interest. If 
interest rate is increased to 5 percent investors indicate substantial mortgage 
money will be available in this area.—George H. Vigeant, president, Home Build- 
ers Association of Muskegon. 


Detroit, Mich. 

If Congress fails to raise VA interest rate, there will be no mortgages available 
for VA housing. We expect that if the rate is increased to 5 percent that they 
may be available at a 3-point discount.—Irvin H. Yackness, HBA of Metropolitan 
Detroit. 


Ann Arbor, Mich. 

There is no VA mortgage program in effect in Ann Arbor, and do not believe in- 
crease to 5 percent would create one.—Richard Carbeck, executive secretary, 
HBA of Ann Arbor. 


Lansing, Mich. 

GI volume never heavy here, now virtually nil. Builders abandoning this 
market. Surviving projects depend on secondary financing. Incentive stifled 
by 4- to 7-point discount, low appraisals, and “gestapo methods” such as ca- 
pricious inspections, arbitrary changes in specs, and need to adjust gripes on 
homes sold year or two ago. Increase to 5 percent would mean some improve- 
ment via lower discounts, but other objections remain. If no change, no GI 
projects.—Warren Sprintnall, executive secretary, Lansing HBA. 


Saginaw, Mich. 


Reply to your wire January 29. No VA money available without terrific 
change or points. Most lending institutions in this area do not want VA loans 
at present interest. Five percent rate would make no great change.—R. Q. 
Park, executive secretary, Home Builders Association of Saginaw. 


Kalamazoo, Mich. 


Replying to your telegram of this morning regarding the availability of VA 
loans in this area, I am unhappy to report the deplorable condition of the VA 
market. At the present time with VA loans at 41%4 percent, there is no mortgage 
money available for the veterans. This condition has existed in this area for 
more than 6 months and all indications are that there will be no mortgage 
money available at 4% percent interest. Recently the FHA increased their 











72 INCREASED FNMA AUTHORIZATION 


interest rate to 5 percent and at the present time there is available mortgage 
money at the 5 percent interest rate with a discount ranging from 2 percent to 
6 percent. We have reason to believe that if the VA interest rate is raised to 
5 percent there will be mortgage money available for the veterans. Congratu- 
lations and good luck. Respectfully yours.—Len Vandenberg, president, Home 
Builders Association of Kalamazoo, Mich. 


Battle Creek, Mich. 


Contacted 2 banks, 2 savings and loans, 1 life insurance representative on 
VA interest rate. Present situation on VA is very few VA mortgages available 
but do write some with 8%- to 9-point discount. Nothing under a 10 percent 
down available. All seem to feel that increase to 5 percent will stimulate VA 
loans but will still carry a 4- to 5-point discount until more money is available. 
Five percent interest is only way for VA to compete with FHA.—Fred Lapham, 
secretary, Battle Creek Association of Home Builders. 


Jackson, Mich. 


No mortgage money available at 4% percent from four local lending institutions. 
Low cost housing swiftly grinding toa halt. Little FHA building because of land 
requirements in Jackson; unless there is immediate action in raising rate to 
5 percent VA building will come to a dead halt and accute shortage of low cost 
housing. Some funds will become available if rate is raised. Help must come 
quick to help this season.—Benjamin Trumbull, secretary, Home Builders 
Association. 

REGION VIII—INDIANA AND ILLINOIS 
Champaign, Ill. 

No available GI loan money except FNMA outlet sources. Effect of raise in 
rate hard to judge, but we believe it is likely to make more funds available in 
our area.—Virgil C. Wikoff, president, Home Builders Association of Champaign- 
Urbana. 


Kankakee, Ill. 

No money available at 414 percent very little at 5 percent. Better at 5% 
percent in Kankakee area.—Edwin Kershaw, Section HBA of Kankakee. 
Chicago, Ill. 

Consultation with our experts confirms virtually no VA money available. 
Failure to raise means no VA business. Raise to 5 percent will bring out VA 
money.—John R. Downs, executive vice president, Chicago Metropolitan Home 
Builders Association. 


Decatur, Til. 

GI mortgage money not available in this area. If rate is not increased, same 
will continue—if rate is increased to 5, small quantity will be available.— 
Cecil Madaus, HBA Decatur, Ill. 

Peoria, Jil. 

Supply of mortgage funds at 414 percent Va down 30 to 40 percent over 1956 
with higher discounts to builder. If rate increased to 5 percent volume would 
compare with 1956 with discounts down.—Paul C. Krueger, secretary, Buildings 
Club of Peoria and Associates, Inc. 


Decatur, Til. 


Mortgage funds for VA program nonexistent except at exhorbitant discounts. 
Increase in interest rate necessary to eliminate discount and make additional 
mortgage .money available-——William F. Berry, president, Home Builders As- 
sociation of Decatur. 


Lafayette, Ind. 

As per a discussion with lending institutions in this area this morning no 
funds are available under VA program 4% percent interest. They express a 
mild interest in the program at 5 percent but will still consider each individual 
case on 5 percent FHA or VA financing. Most money in this area is easily 
placed at 51% percent to 6 percent with a possible 1 percent service charge on 
eonventional financing.—Richard J. Mickle, secretary, HBA of Greater Lafayette. 











Hammond, Ind. 
Reurtel. No funds available for VA loans at 4% percent. Unless increase 
passed soon chaos will prevail in selling and financing. Most lenders surveyed 
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are holding back on FHA at 5 percent until Congress acts on VA. Increasing 
interest to 5 percent promises limited availability providing increase allowed 
soon.—Wayne Kurtz, president, HBA of Northern Indiana. 


Fort Wayne, Ind. 

Mortgage funds for VA program at 4% percent unavailable here on terms 
which builder can use. Current discount when available 8 points. Should Con- 
gress fail to raise interest rate, VA building in area would stop. Concensus of 
opinion here is that 5 percent rate would help. Loans could be had at approxi- 
mately 3 points discount which would enable builder to operate. Five and a half 
percent rate might eliminate points completely. Urge your attention to procure- 
ment of a plan flexible enough to overcome regional differences in points as 
now exist.—D. H. Miller, executive vice president, HBA of Fort Wayne. 
Indianapolis, Ind. 

VA funds not obtainable in Indianapolis at 444 percent. VA is in effect dead 
if rate is not raised. Five percent might make limited funds available with 
points still being paid and provided FNMA is continued.—Richard L. Jones, 
Marion County Residential Builders. 


Muncie, Ind. 

Four and one-half percent money not existent at par value. Five percent 
money will stimulate market slightly. If no increase in rate situation will not 
change.—Donald Crookston, Muncie Home Builders. 


Marion, Ind. 

Four and one-half percent VA funds not available except at 11 points discount. 
Unless rates are raised VA construction will drop. Five percent rates should 
bolster new home construction.—R. H. Ratliff, secretary, HBA of Marion County. 


Kokomo, Ind. 

No funds available here for 444 percent. VA’s insurance representative state 
companys holding up commitment for 5 percent rate on VA’s or will only buy 
FHA’s. If VA rate not raised, VA building in Indiana will practically cease.— 
HBA of Howard County, C. D. Robbins, President. 


REGION IX——-MINNESOTA, NORTH DAKOTA, SOUTH DAKOTA, AND WISCONSIN 


Watertown, Wis. 
Retel. We are in favor of interest raise—Laverne Maasz, secretary-treasurer, 
Home Builders Association of Watertown. 


Madison, Wis. 

There is no money available for VA mortgages at present rate. Money com- 
petition eliminates VA at present. If increased to 5 percent it is possible we will 
have funds for VA mortgages which represent the major part of our market under 
$20,000.—Lowell Gerretson, Madison Builders Association. 

La Crosse, Wis. 
VA loans here are nil. Higher interest rates may help. Sentiment also favors 


competition of direct loans as proposed in Talmadge-Johnson bill.—Joseph Calla- 
way, HBA of La Crosse, Wis. 
Janesville, Wis. 

Mortgage fund money for VA program practically nonexistent. Discount on 
what is available makes it prohibitive to use. If current 44% percent rate con- 
tinues, program will end. It is dying now. A 5 percent rate would give it a 
shot in the arm, at least complete with FHA.—Wm. C. Bontly, Jr., executive 
secretary, Rock County Builders Association. 

Green Bay, Wis. 

No funds available on VA program at 4% percent. If rate not increased, home 
building will drop at least 25 percent. Increase to 5 percent will provide funds 
from savings and loan association with no discount. Other lenders want 3 percent 
discounts on 5 percent, or an increase to 514 percent with no discount.—Alton 
H. Noel, secretary, Brown County HBA, Green Bay, Wis. 

Milwaukee Wis. 

In answer to your wire of January 29 below is information you requested. 

There are no VA loans available at this time. VA loans with 61% to 9% percent 
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discount make homes impossible for veterans of our local communities under 
the VA program. If Congress does not raise rate it can’t be any worse for there 
is no VA loan possible without the excessive discount but merely continues 
to put homes out of reach for the veterans. If Congress raises the rate to 5 per- 
cent it will make available a supply of mortgage money which will permit the 
veteran to own his own home.—Joseph J. Mollica, president, Milwaukee Builders 
Association. 


Minneapolis, Minn. 

New GI commitments virtually at standstill. Can be financed at 6 point 
discount here. Current VA interest rate will keep veterans from getting homes, 
Lenders indicate funds more readily available at 5-percent rate-——Larry Nelson, 
executive vice president, Minneapolis Home Builders Association. 


Rochester, Minn. 


Money at 4% percent available with 3 percent discount and 20 percent down 
in limited quantities. Five percent surely would help; however, all money is 
too tight—-George Brumm, secretary, Rochester chapter of National Association 
of Home Builders. 


Duluth, Minn. 


For all practical purposes there are no VA loans available in Duluth area 
without discount. If interest is not increased what little VA building is being 
done no doubt will dry up. Increase to 5 percent would help to improve present 
situation according to informed sources.—Roy E. Howard, secretary, Duluth 
Home Builders Association. 


Siouz Falls, S. Dak. 


In reply to your questions in telegram dated January 28 they are as follows: 
No. 1: Only VA money available under present program is with large discounts, 
20-year maximum terms and 20-percent downpayment. No. 2: Funds will prob- 
ably be completely unavailable. No. 3: Should help to lower downpayment and 
discount if interest rate is increased to 5 percent.—A. M. Tidemann, executive 
secretar:. Home Builders Association of Sioux Falls. 


Rapid City, S. Dak. 

Banks not making VA loans. Savings and loan associations discounting 8 
percent. If rate not raised situation would remain same. If rate raised, would 
make them in competition with FHA and discount probably figured the same as 
on FHA loans.—Kenneth C. Hanna, secretary-treasurer, Home Builders of 
Rapid City. 

Fargo, N. Dak. 

Very few GI loans made here at 4% percent. Contacted savings and loan 
associations. If raised to 5 percent they would be happy to make GI loans.— 
Ray McLaughlin, assistant secretary, Fargo Moorhead chapter of National Asso- 
ciation of Home Builders. 


REGION X-—-IOWA, MISSOURI, KANSAS, AND NEBRASKA 


Ames, Iowa 

In reference to your telegram on VA mortgages. Funds presently available at 
4% percent are practically nonexistent. A minimum of 5 percent discount and 
15 percent downpayment is required if rate is not changed. Virtually no VA 
loans will be made here. Five percent interest loans will open the VA program 
in a limited way.—Home Builders Association of Ames, Iowa. 
Davenport, Iowa 

At the present time there is: (1) no VA money available; (2) very limited 
FHA money. Under the 5-percent increase you are referring to: (1) limited VA 
money would be available; (2) limited FHA money would be available; (3) no 
local FHA or VA money in either circumstance; however, there are insurance 
companies offering 5 percent FHA financing and we presume the insurance peo- 
ple would accept 5 percent VA mortgages.—Quad City Association of Home 
Builders. 


Waterloo, Iowa 


No VA mortgage funds available except limited amounts at discounts of 7 per- 
cent or more. Five percent rate, if approved, would release a fair supply, but 
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will not completely solve tight money market. If rate not increased, lenders 
advise no further loans can be considered seriously. Disrupting building starts 
as potential buyers unable to sell existing homes.—William Wisner, president, 
Waterloo Home Builders Association. 

Springfield, Mo. 

Current VA rates have caused standstill to VA loans here. Twelve and fifteen 
point discount being offered and refused. No loans can be made at current VA 
rates due to other increases. Increase to 5 percent relieve situation and put 
VA’s program in more favorable position with 5% percent FHA and 6 percent 
conventional. Lenders report FHA raise relieved situation on that program and 
believe raise to 5 percent for VA would release current funds.—Verlene Fran- 
son, executive secretary, Springfield Association of Home Builders. 


Kansas City, Mo. 


Retel. funds for VA 4% percent drastically limited. Available at discounts 
of 6 to 10 percent when accompanied by a substantial downpayment. Failure 
to raise rates will result in practically no VA money except at higher discount 
rate than now prevailing. VA rate increased to 5 percent would result in similar 
experience with FHA. Money will be available, but still at 2- to 3-percent 
discount.—Leo D. Mullin, executive vice president, Home Builders Association 
of Greater Kansas City. 


Mason City, Iowa 


We are in favor of the 5 percent.—John L. Mcquatters, vice president, Home 
Builders Association, Mason City, Lowa. 


Cedar Rapids, Iowa 
Current supply of 414 percent par GI money is nil, as a matter of fact, there 


are no GI loans available in this area at even 5-percent discount except those 
committed on at least 8S months ago. Increase of rate to 5 percent would probably 
create a limited market at 1 to 2 percent discount. Builders are slowed down 
to 50 percent seasonal production. Housing demand high, supply of money low. 
Buyers forced to contract purchases at high rates of interest.—Raymond Dorr, 
secretary, Cedar Rapids Home Builders Association. 





Sioux City, Iowa 


Five percent VA loan would be available at approximately 2-percent discount.— 
Harlan Montgomery, executive secretary, Home Builders Association of Sioux 
City. 

Des Moines, Iowa 

No VA mortgage funds available at 4%4 percent except at very high discounts. 
If Congress raises rate to 5 percent believe discount will be 2 points unless rate 
is raised. Prohibitive discounts will defeat VA program in this area.—G. R. 
Rex., executive secretary, Home Builders of Des Moines. 

Clinton, Iowa 


Reference to GI loans of interest rate is not increased to 5 percent. Either no 
mortgage money will be available or discount costs will be prohibitive to builders 
of homes for veterans. 

As president of United Veterans Hospital Organization, as well as builder of 
homes for veterans, I strongly urge and implore Congress to equalize interest of 
Government-insured home loans.—John M. Banker, Jr., legislative FHA and GI 
chairman, Clinton Chapter National Association of Home Builders. 


Clayton, Mo. 


Retel. If Congress fails to raise VA interest rate there will be no VA loans 
made in St. Louis. If increased to 5 percent VA would certainly be able to 
compete with FHA for available money and would, of course, have a tendency 
to reduce demand for high discount rates.—R. J. De Sutter, executive director, 
Home Builders Association of Greater St. Louis. 

Wichita, Kans. 


Very limited supply of mortgage funds for VA program at 414 percent. GI 
building will stop if interest rate not raised with exception of cheap land building 
and prior commitments with tract operators, increased to 5 percent will only affect 
Fannie May operation in area, it will not make flow of mortgage money easier 


in immediate future.—Milton M. Armstrong, executive officer, Wichita Associa- 
tion of Home Builders. 


| 
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Lincoln, Nedr. 

No money available at 4144 percent. Probably not available at all, but if so 
at 95 or less. If to 5 percent then readily available at 98.—Lois Hillyer, execu- 
tive secretary, Home Builders Association of Lincoln. 


Omaha, Nebr. 

Retel. VA rates. Current supply of money at 4% percent, none. No rate raise, 
no VA building. Increased to 5 percent will increase activity. Our comments. 
Five to seven percent going discount. Survey represents majority of Omaha 
VA builders —Omaha Home Builders Association, John O. Bolin, executive 
secretary. 

REGION XI—OKLAHOMA AND TEXAS 
Enid, Okla. 

Very limited supply of money for 414-percent GI loans at 10-percent discount 
to builders, which they cannot stand. There is no new construction under present 
program. Increase to 5 percent would be very little benefit, if present discount 
schedule and stock requirements of FNMA on 5-percent mortgages and present 
valuation policies of VA remain in effect.—Roy Pratt, secretary-treasurer, Enid 
HBA. 


Ponca City, Okla. 

At present time there is none or a very small amount of VA 414-percent funds 
at 12-point discount. If interest is not raised there will be no VA building here. 
If interest rate is raised a limited amount of funds will be available with 3- to 5- 
point discount. Mortgage funds would be available at 544 percent. If money 
is not made available building under VA program will stop completely.—Charles 
J. Musser, Secretary, Ponca City Chapter. 

Lawton, Okla. 

Present supply of funds for VA program at 414 percent is exhausted. No new 
VA starts in this area until interest rate is raised to competitive 5 percent,— 
Joe White, president, Lawton HBA. 


Norman, Okla. 

The only market for GI mortgages in this area is FNMA at 8-percent discounts 
If Congress fails to raise the interest rates or makes other provisions it will 
completely stop the building of homes for veterans in this area. Due to loan 
discounts and poor appraisals VA starts were off 80 percent in this area over 
same time last year even before FHA raised its interest rates and discounts at 
that time were 40 percent.—Cecil W. Woods, president, Norman HBA, 


Bartlesville, Okla. 

Present supply of VA mortgage money at 414-percent rate is practically non- 
existent. If rate of interest is not raised there will probably be less than 10 
GI houses built during 1957. Local feeling is that raise to 5-percent rate will 
stimulate the investment market enough to warrant building 100 to 125 GI 
starts in 1957 which will satisfy around 85 percent of anticipated demand.— 
Wilson Musselman, secretary-treasurer, Bartlesville HBA. 


Oklahoma City, Okla. 

In support of testimony before House Veterans’ Affairs Committee, we must 
advise you there are no VA mortgage funds available at 44% percent except 
limited amount at net discount of 8 points. If interest rate is raised to 5 per- 
cent there would be substantial increase through local savings and loan asso- 
ciations at discount of only 2 points. If Congress fails to raise rate the only 
source would be FNMA at net discount of 8 percent which is prohibitive to 
the builder and there would be no further new starts under VA program.— 
Thomas 8. Morris, president, Oklahoma City HBA. 


Tulsa, Okla. 

Re your telegram, there is no 414-percent money available at all in Tulsa. 
Failure to raise rate would stop all GI building. Effect of increase to 5 percent 
would bring some funds at around 4-percent discount.—Charles N. McKinney, 
executive vice president, Tulsa HBA. 


San Angelo, Tez. 
Present 8- to 10-point brokerage in this area prohibitive for VA building. In- 
crease in interest should release some additional funds available, lower penalty, 
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and revive VA sale. Dwellings estimate 3- to 4-point VA brokerage here at 
5-percent interest.—Carl M. Dorrance, president, HBA of San Angelo. 
Houston, Tex. 

GI loans available for those willing or able to pay 8- to 10-percent discount 
which is more than amount of builder profit since VA allows no merchandising 
or sales allowance here and has unrealistic appraisals. If rate not raised, GI 
program is dead in Houston. Increase to 50 percent would give crutch and make 
limited amount of 4-percent discount money available—Gordon Neilson, executive 
vice president, Houston HBA. 

Fort Worth, Tez. 

Mortgage funds for VA program at 414 percent extremely short in Fort Worth 
area with discounts running not less than 6 points. Expect that in 60 days there 
will be no new VA money at any price. Informed opinion here is that inerease 
to 5 percent would mean some easing of funds and discounts possibly with average 
discount of 3 points.—Gene Mitchell, executive secretary HBA of Fort Worth. 
Odessa, Tex. 

Supply of mortgage fund for VA program at 4% percent virtually nil unless 
at ruinous discount. If the rate is not increased the VA program will die. An 
increase in the rate would ease the situation—Irving Yudin, secretary, HBA of 
Odessa. 

Lubbock, Tex. 

No funds available at 4% percent except sharp discounts. GI loan program 
would completely fall through and ruin our building economy. More funds 
would be available with minimum discounts and would promote a healthy con- 
struction prograin in our area.—Cecil Jennings, president, Lubbock HBA. 
Austin, Tex. 

1. There are no mortgage funds available in Austin area at this date. This 
has been the condition for past 60 days. FNMA is our only outlet and many 
builders have gone broke and are going broke at 9214 figure. It is impossible 
to build and sell houses at this discount rate; consequently VA starts have fallen 
off to nothing. 2. If Congress fails to raise rate and fails to substitute FNMA 
at a 1- to 2-point discount subsidy at 4% there will positively be no VA houses 
built in this area. Builders feel that rates should be raised to 5 percent but 
that this should be the last raise and FNMA should stand by to buy the loans at 
not more than 1 to 2 discount if private capital fails to act. We feel that a 
raise alone is not the answer. In order to eliminate future crises of this nature, 
we should have a Government standby at the above-stated discount. 3. Our 
association feels that the present situation will be repeated in a matter of 5to8 
months if FNMA is not allowed to stand by as above mentioned. It seems the 
money boys just can’t get enough.—Al Campbell, executive secretary, Austin 
HBA. 

Abilene, Tez. 

No 414-percent money available except at 8- to 10-percent discount. Unless 
rate is raised the VA building is over in this area.—Louis Giles, secretary-treas- 
urer, HBA of Abilene. 

Lamarque, Tex. 

GI market dead. Only market FNMA. Takeout at 89 since FNMA short 
funds. Noclosings. Builders renting GI homes. If no interest increase market 
will stay dead. Increase will help if FNMA gets funds. We will still have 414- 
to 5-percent discount including brokerage fee——David Evans, president, Galves- 
ton County HB. 

Tyler, Tex. 

Impossible to get veterans loans now. Interest raise should help.—J. G. 
Powers, president, HBA of Tyler, Tex. 

San Antonio, Tew. 

Practically no mortgage funds available for VA 4% percent loans, with 5- to T- 
percent discount prevailing. Believe no funds would be available regardless of 
discount if interest rate is not increased, however, a 5 percent interest rate would 
create a limited supply of funds.—W. S. Hald, Jr., executive vice president, HBA 
of San Antonio. 
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Austin, Tew. 

There is no supply of mortgage funds for VA program at 4% percent in Texas 
except a slight amount through FNMA. If rate were increased to 5 percent there 
would be a considerable amount of money available for VA.—John J. Terrell, 
executive vice president, Texas Association of HB. 


Corpus Christi, Tex. 

No mortgage funds for VA program at 4% percent interest available at any 
price except Fannie May. If Congress fails to raise rate, GI program would die 
in our opinion. Concensus is that raising interest rate to 5 percent on VA is 
not the whole answer but would be helpful. Prices would be helpful. Prices 
would range from current FHA prices to 1 to 2 points less.—Leland B. Ross, 
executive vice president, HBA of Corpus Christi. 


Harlingen, Tew. 

Under present market conditions, we are of the opinion we can get along with 
5-percent VA loan. However, we feel the only logical free-enterprise long-term 
rehabilitation is flexible interest rates. Our housing starts will fall 40 percent 
with 4% interest rate under present market conditions.—-R. B. Coryell, executive 
vice president, HBA of Rio Grande Valley. 


Wichita Falls, Tex. 

Re wire 28th, GI program distressed in this area 6 to 8 points discount on loans. 
At this time mortgage funds poor. Five-percent rate might improve situation 
but doubtful——Coleman Williams, executive secretary, HBA of Wichita County. 


Amarillo, Tez. 

In this area there are not many buyers other than FNMA. FNMA standby 
price on VA 4%-percent loans is 90. They are offering to buy 5-percent loans 
with less than 10-percent equity for 95. Will buy 5-percent loans with more 
than 10-percent equity for 96. If they buy FHA loans at that rate it is reason- 
able to assume that if VA interest were raised to 5 percent, VA loans would be 
bought on same basis. Should private money become available in this area, 
VA would not be in a position to attract any of it if still at 41% percent.—Lois 
McSweeney, executive secretary, Texas Panhandle HBA. 

Dallas, Tez. 

Re your telegram VA 414-percent mortgages very limited available almost 
exclusively through Fannie May at 93 considering sale of FNMA stock. If Con- 
gress fails increase rate it is generally believed money will stay same or de- 
teriorate resulting in strangulation VA homes program. Increase to 5 percent 
believed would increase availability, with discount lessening to 97 to 98 range, 
providing no other changes in visible money situation. Some savings and loans 
report no money available at 4144 but can commit at 98 on 5 percents 25 years.— 
Herbert Deshong, executive secretary, HBA of Dallas County. 


El Paso, Tez. 

VA mortgage money at 4% percent nonexistent in El Paso area present time 
with exception of FNMA at discount. Opinion here, if interest rate remains 
same, VA money will remain nonexistent. If VA raised to 5 percent it would 
earry about 15 percent discount and change would stimulate some money par- 
tially from FHA but VA at 5 would still not be as attractive at present time 


as FHA—HBA of El Paso. 
Beaumont, Tez. 


Current supply of mortgaged funds for VA program at 4% percent is nil. If 
rate is not raised VA building will cease. If rate is raised to 5 percent definite 
improvement.—Joe Trum, executive secretary, HBA of Sabine Area. 


REGION XII-—UTAH, MONTANA, IDAHO, AND NEVADA 


Boise, Idaho 

Current VA 41%4-percent money not available this area. Increase to 5 percent 
could open new avenue and is step in right direction. Local building down 75 
percent of year ago.—Robert J. Hart, executive secretary, Home Builders Asso- 
ciation of Southwest Idaho. 








INCREASED FNMA AUTHORIZATION 79 


Salt Lake City, Utah 


There are no funds in Salt Lake City. Expect no change in availability of 
VA funds if interest raised or not raised.—Earl P. Staten, secretary and counsel, 
Utah Home Builders Association, Inc. 


Ogden, Utah 
No current supply of mortgage funds for VA program at 4% percent. If 
interest rate not raised there will be no VA mortgages. An increase to 5 percent 


would probably place VA mortgages back on the market.—L. E. Stark, secretary, 
Weber-Basin Home Builders Association. 


Idaho Falls, Iduho 
No funds available in this area for VA housing at 414 percent. An interest 
change to 5 percent would help. We strongly urge increased rate. Without it 
VA program dead here.—Jack Jensen, secretary, Home Builders Association of 
Eastern Idaho. 
REGION XIII—COLORADO AND WYOMING 


Colorado Springs, Colo. 

VA mortgage money in this area nearly zero at 44%. Two or three builders still 
using VA on limited basis, using FNMA takeouts at 90. If Congress fails to ap- 
prove increase to at least 5 percent, there will be no VA mortgage money in this 
area. Request you use strongest persuasion to effect interest rate hike.—Rich- 
ard D. Prigmore, president, Colorado Springs HBA. 

Denver, Colo. 

Re your wire, VA rate at 41%4 percent has majority of lenders out of the market. 
Remainder in market only at prohibitive discounts. Unless rate is raised this 
condition will continue. If rate is raised consensus of lenders is that VA market 
will parallel FHA, which now provides adequate volume at 97-98 percent of 
par.—Edward T. Rice, executive vice president, Home Builders Association of 
Metropolitan Denver. 

Pueblo, Colo. 


Four and one-half percent VA loan now selling 10-percent discount. Local 
opinion believes if Congress fails to raise interest, supply of money will disappear 
completely. 1f 5 percent is approved, loans will be more marketable.—k. E. 
Herwig, secretary-treasurer, Pueblo Association of Home Builders. 

Casper, Wyo. 

Four major outlets in town have no VA money. Last had was 8-percent dis- 
count. VA market to remain dead unless rate on equal basis of FHA obtained.— 
R. KE. Hiser, executive secretary, Home Builders Association of Casper. 


REGION XIV—-WASHINGTON AND OREGON 
Tacoma, Wash. 

Supply of VA 4'%-percent mortgage money almost extinct. VA loan being 
made at a terriffic discount to the seller. If rate is not raised to 5 percent VA will 
virtually die here. If interest rate is increased it would almost eliminate the 
discount but would not solve the tight-money situation.—Clarence Wilson, execu- 
tive secretary, ‘tacoma Master Builders. 

Yakima, Wash, 

All builders in this area agree that if present VA interest rate stays at 414 
percent, VA building here in 1957 will be nil. If rate is changed to 5 percent we 
feel that a ready supply of mortgage funds will be available for GI building.— 
Karl G. Graf, Jr., executive secretary, Home Builders Association of Yakima. 


Seattle, Wash. 

Re your telegram January 29 regarding VA interest rate. Question 1: 15 
percent down, 20 years, VA loan at par. Some funds from limited lenders with 
4a minimum downpayment. Some available at 6144 points and up. One lender 
has a limited amount at 4% points. Question 2: No more VA funds, at least 
that would help builder. Question 3: Reduce discount abqut 344 points on mini- 


mum downpayment.—J. A. Martineau, executive vice president, Home Builders 
Association of Greater Seattle. 
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Longview, Wash. 

Re your telegram re VA interest rates. No VA mortgage funds available at 
present time. If rate is not raised cannot expect funds to be available. If rate 
is raised to 5 percent funds would be available on same basis as FHA; namely, 
at discounts ranging from 2 to 4 percent.—P. B. Lutz, vice president, General 
Mortgage Corp. 


Spokane, Wash. 

Re your telegram current supply mortgage money at 414 percent critical this 
area. Failure to raise interest rate would mean discount rates would continue 
to rise. If rate goes to 5 percent this would help to modify discounts but would 
in no way eliminate them under present conditions. How do we stand on Teague 
bill? We like the idea.—Jim Hamilton, executive secretary, Home Builders Asso- 
ciation of Spokane. 


Eugene, Oreg. 

With 12 lending institutions in Eugene, 1 offers VA loans on prime properties 
at 4 and 4% discount. Two local banks will take them at 20-percent down and 
15-year amortization only. Increase to 5-percent interest rate would bring funds 
from most of the 12. Failure to increase interest rate will not only further 
injure home building but ruin the economy of Bugene by crippling our lumber 
industry.—Richard §S. Millhollen, president, Home Builders Association of 
Eugene. 





Salem, Oreg. 

Answer in regard to your wire of January 28. Current situation on supply 
of mortgage funds for VA program at 4% percent. Little or none available. 
If Congress fails to raise rate, situation would remain the same. If raised to 
5 percent would help considerably and would help to reduce the discount rates.— 
Henry Pade, secretary-treasurer, Home Builders Association of Salem. 


Portiand, Oreg. 

Funds at 4% percent very scarce, any which is available at 5 to 7 points dis- 
count. This discount considered extremely high for this area. Builders re- 
luctant to accept this amount of discount. Almost complete standstill if rate 
is not increased. Increase to 5 percent would decrease discount somewhat and 
most likely increase supply.—Robert L. King, executive secretary, Portland 
Home Builders Association. 


REGIONS XV AND XIX-——CALIFORNIA AND HAWAII 
Fresno, Calif. 

Reply to your request. No VA money available at 444 percent. If not raised 
to 5 percent, building off 60 percent. If raised to 5 percent, increase in building 
program problematical.—Roger EB. Butler, executive secretary, Home Builders 
Association of the San Joaquin Valley, Inc. 


San Francisco, Calif. 

Current situation mortgage funds VA program this area is 88 to 93 on 14 months 
standby for 444s. Discount payable at then current rate within this five-point 
span. Condition would remain static if Congress did not raise rate. Increase 
to 5 percent would probably have effect of 2-point advance in closeouts of cur- 
rent loans. Would not have any permanent effect insofar as future takeout con- 
cerned.—Richard E. Doyle, executive vice president, Associated Home Builders, 
Inc. 

Lafayette, Calif. 

1. No VA funds except through FNMA. 2. Limit of houses for vets). FNMA 
funds would be exhausted. 3. Some companies would reenter VA market. VA 
loans would be placed on par with FHA by FNMA.—Frederick C. Krackle, Gen- 
eral Contractors Association of Contra Costa County. 


Berkeley, Calif. 

No mortgage funds available for VA program at 414 except at prohibitive dis- 
count. Failure to rafse rate will result in no further GI housing after present 
commitment. Increase in rate to five supported by authorization to Fannie 
May will result in GI housing being produced. 
Home Builders of Great East Bay, Inc. 


John I. Hennessy, Associated 
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San Mateo, Calif. 

Four and one-half percent VA mortgage funds our area not available and cer- 
tainly condition will continue until realistic action by Congress equalizing rate 
with 5 percent FHA. Understandably this change is not full answer to critical 
position our builders——Harry E. Smith, executive vice president, Peninsula 


General Contractors & BA. 


San Jose, Calif. 

Currently only mortgage funds available on VA 414 percent are at a 10-point 
discount in this area. Failure to raise VA rate to 5 percent would be chaotic to 
those builders presently warehousing VA loans. Increase to 5 percent will give 
immediate temporary relief. Present need is for sensible long-range program, 
such as was adopted by the NAHB mortgage finance committee at the 1957 con- 
vention.—William P. Nelson, executive vice president, Santa Clara County Con- 
tractors & Home Builders. 

Sacramento, Calif. 

Current situation on supply of mortgage funds under present VA rate prac- 
tically nonexistent. If Congress fails to raise rates, situation will remain stag- 
nant. Five-percent FHA rate here shows only slight difference since effective, 
and VA expected increase would be same. Local moneylenders recommend 
“free rate” as tentative but immediate answer.—John Bristow, president, Asso- 
ciated Home Builders of Sacramento. 


Las Vegas, Nev. 

Reurtel. Absolutely no funds available at 4%4 percent in local area. VA loans 
would go begging if Congress fails to raise rate. Increase to 5 percent would 
reactivate present programs.—James M. McGroarty, president, South Nevada 
Home Builders, Ine. 


San Diego, Calif. 

Reurtel. VA interest rate 4144 percent: VA funds not available. If Congress 
fails to raise rates, there will be no GI home construction. Increase to 5 percent 
will create some slight stimulation.—Charles A. Taylor, executive vice president, 
San Diego Builders Contracting Association. 

Los Angeles, Calif. 

Current supply of mortgage funds for VA program at 414 percent almost nil. 
effect of increase to 5 percent helpful, not adequate.—Harry G. Stewart, execu- 
tive director, Building Contractors Association. 

Los Angeles, Calif. 

Local market for 4%4 percent VA paper nonexistent. This condition would 
continue indetinitely if interest rate not increased. Increase to 5 percent would 
generate some interest in VA paper; however, builders fear an increase to 5 per- 
cent may cause I NMA to drop purchase price, thereby effecting no increase in 

arket price for 5-percent paper resulting in same market price for 5-percent 
paper resulting in same market price now prevailing for 444 paper. Pattern 
established when FHA increased to 5 percent could be repeated.—George O. 
Prussell, Home Builders Institute. 

Honolulu, T. H. 

GI mortgage money very scarce. Failure to raise rate detrimental. Increase 
f rate would help present rates on conventional 6 and 6% percent.—T. F. 
McCormack, FHA and VA chairman, Home Builders Association of Hawaii. 


REGION XVI—KENTUCKY AND TENNESSEE 
Louisville, hy. 

No VA funds available at 414 percent except precommitments. Situation would 
remain if Congress fails to raise rate. Increase to 5 percent would effect mini- 
mum discount of 3 instead of 7 to 10..—W. Arthur Sorrell, executive secretary, 
Association of Home Builders of Louisville. 

Levington, Ky. 

Contacted five local lenders with reference to current situation of VA mortgage 
fund. One lender has good supply 4% percent, 8- to 10-point discount. Other 
4 lenders have no mouey at 44% percent—could possibly get limited supply if rate 
is increased to.5 percent. If rate stays at 44% percent think VA program is dead. 
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If increased to 5 percent might help somewhat.—Leonard Paulson, executive 
secretary, Lexington Home Builders Association. 


Owensboro, Ky. 

Except for small number of instances when money previously allocated, no 
supply of 414-percent mortgage funds. Failure to raise rate will kill VA pro- 
gram. If rates raised to 5 percent funds probably available on restricted basis 
at 3 percent or more discount. Housing starts this area in $15,000-and-under 
price bracket seriously cut because of absence mortgage funds. Now more than 
50 percent below 1955-56 level.—John W. Beard, executive vice president, Home 
Builders Association of Owensboro. 


Memphis, Tenn. 

Only funds available here on the GI loan program are through FNMA at 
around 8-percent discount. This is prohibitively priced for our builders. If 
Congress fails to raise the interest rate, in our opinion the VA program will be 
dead. Local loan brokers will be interested in VA loans at 5 percent with a 
relatively small discount around 3 percent.—Frank H. Berfield, executive di- 
rector, Home Builders Association of Memphis. 


Johnson City, Tenn. 

Your telegram January 29 is reference. First, there have been no VA loans 
this area, either direct or through normal lending channels, for past several 
months. Second, failure to raise rate will perpetuate this condition. Third, 
increase to 5 percent will open flow slightly for first-class borrowers and loca- 
tion.—Kent Herrin, executive secretary, Home Builders Association, Tri-Cities. 
Knocville, Tenn. 

Mortgage funds for VA program at 4% percent practically nonexistent in 
Knoxville. Unless Congress raises the rates or takes some other action there 
is no relief in sight. Increasing VA rate to 5 percent would help some, but only 
in a slight degree—David D. Dickie, executive secretary, Knoxville Home 
Builders Association. 


Nashville, Tenn. 

No money at 414 percent. Slight increase possible at 5 percent. No solution 
to problems until general relaxation of mortgage funds.—Fred P. Graves, 
executive secretary, Nashville Home Builders Association. 


Chattanooga, Tenn. 

None available at 4% percent. This situation would continue without on in- 
crease in rates. Money would be available with 5 percent increase.—Joseph 
Vaugh, Jr., president, Home Builders Association of Chattanooga. 


REGION XVII—ARKANSAS, LOUISIANA, AND MISSISSIPPI 


Little Rock, Ark. 

No known funds available 44%4-percent VA loan except spot cases. Local 
building and loan at about 90; some funds available FHA 5 percent at 98 which 
we believe would be VA market at 5 percent. There would be no organized 
effort to use VA program with continued 4%4-percent rate.—Judy Dishongh, 
Arkansas Home Builders Association. 


New Orleans, La. 

No mortgage money available this area at current VA rate. Failure to raise 
would stop all construction of VA housing, which is already at standstill. 
Increase to 5 percent would bring partial and temporary help to otherwise 
impossible situation.—Fred Forstall, president, Home Builders Association of 
New Orleans. 


Monroe, La. 

Only VA mortgage funds available this area through FNMA. Without in- 
creased interest rate situation unchanged. Increased rate to 5 percent should 
loosen mortgage funds through normal channels.—Tom Mackay, executive sec- 
retary, Northeast Louisiana Association of Home Builders. 


Baton Rouge, La. 

Four and half percent mortgage almost nil. When available, brokerage 4 
to 8 percent. Think 5 percent would give flow of much needed money in $14,000 
to $18,000 price range. If rate raise fails, housing starts in this range definitely 
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off. If increased to 5 percent would increase starts where needed because increase 
of new industries to Baton Rouge area increasing influx of middle-income vets.— 
Mrs. Jayne Shores, executive secretary, Home Builders Association of Greater 
Baton Rouge. 


Shreveport, La. 

In reply to your wire this date. Current local situation on mortgage funds 
for VA program at 414 percent is that these funds are available at such high 
discounts builders cannot pay. Therefore, practically speaking, no funds in 
area available. All mortgage companies requiring downpayment from 10 to 20 
percent and also charging at least 5-point discounts and highest 7-point discount. 
Small supply available through local building and loan associations, only enough 
to take care of less than one-twentieth of demands. If Congress does not raise 
in our opinion, VA program will collapse; if Congress goes along to 5 percent, 
additional funds would be available but still not adequate. Additional funds 
would take care of perhaps 75 percent of demands. If we can be of further 
service, don’t hesitate to call on us.—L. H. Brandao, executive secretary, Home 
Builders Association of Shreveport-Bossier. 

Jackson, Miss. 

Absolutely impossible to obtain VA loans at any price except through FNMA. 
If rate is not raised we expect 70-percent decrease in building. If rate is raised 
we expect reasonable amount VA loans available immediately with supply 
increasing during coming months.—Peyton Alexander, secretary-treasurer, Home 
Builders Association of Jackson Miss. 

Greenville, Miss. 

VA loan money available now at prohibitive 9-point discounts. No change 
expected if interest rates remain at 4% percent. Believe increase to 5 percent 
would get only one-half normal needed funds at 3-point discount.—Salvador F. 
Sarullo, secretary, Greenville Home Builders Association. 


REGION XVITI—ARIZONA AND NEW MEXICO 
Phoeniz, Ariz. 

Answers to questions you recently wired are as follows: 1. VA money only 
available through FNMA at two points above the cost prior to increase in FHA 
interest rates. A number of local lending institutions have diseontinued VA 
entirely. 2. Situation would continue in present critical state. 3. Such a move 
should help the local picture regarding discounts and make it comparable to 
rates charged prior to raise in FHA interest rates —Thomas C. Kane, executive 
secretary, Phoenix Association of Home Builders. 

Tucson, Ariz. 

If rate is not increased, VA money not available in this area and VA building 
program will cease. If increased to 5 percent money available in limited supply. 
VA building program will continue.—Mortgage Affairs Committee, Tucson Home 
Builders Association. 


Alamogordo, N. Meza. 
In reply to your telegram of January 28, there is no mortgage money available 


for VA loans at this time. Our VA progrem will be cut 95 percent if the interest 
rates are not increased. We believe an increase in interest rates would make 
mortgage money available for this area.—W. W. Smith, secretary, Home Builders 


of Alamogordo. 


Albuquerque, N. Mex. 

FNMA is presently only supplier of mortgage funds for VA 4%4-percent loans. 
Rate of discount making it increasingly difficult for builders to survive. Failure 
to increase interest rate will cause many builders to cease operation. If VA 
interest rate is raised to 5 percent, it’s possible that mortgage funds will become 
available. However, local sources are not optimistic in this regard.—E. Price 
Hompson, president, Albuquerque Home Builders Association. 


REGION xX—NEW JERSEY 
Atlantic City, N. J. 
Received wire January 29. VA at 414 percent obtainable at 10 points. Effect 
if Congress fails to raise rate would be rapid deterioration. Substantial improve- 
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ment toward equality with FHA if Congress increases rate to 5 percent.—Mary L. 
Ewing, executive secretary, Atlantic Home Builders Association. 


New Brunswick, N. J. 

Mortgage money extremely scarce for VA at 4% percent. Lenders backing out 
on existing commitments using all possible subterfuges not to grant VA mort- 
gages. Only when forced will most close and then at premiums ranging from 
minimum 6% points to maximum 10 points. Builders at limit of finances this 
area ; 85 percent of all construction stopped on VA and 50 percent on FHA. Doubt 
effect will be felt either way on increase to 5 percent. Too many other attractive 
deals for available money.—John P. Dwyer, Home Builders Association of Raritan 
Valley, N. J. 


Newark, N. J. 

Failure to increase VA rate 5 percent will virtually bankrupt many builders 
in State within short time. Increase in VA rate to 5 percent will save this situa- 
tion. Increase will also prevent production from being cut in half during 1957.— 
John 8S. Wright, executive vice president, New Jersey Home Builders Association. 


New Milford, N. J. 


Small amount VA money available at 92 to 95; without raise there will be no 
VA activity in this area. If raised to 5 percent money available at 98 to 99.— 
Thaddeus C. Borek, Home Builders Association of Northern New Jersey. 
Cranford, N. J. 

Reply your wire January 29, 1957. Re VA mortgage program. No funds at 4% 
percent available. No VA building, if Congress fails to raise rate. If increased 
to 5 percent would help somewhat but not completely.—H. Latawiec, executive 
director, Home Builders Association, Metropolitan New Jersey. 

Stone Harbor, N. J. 

Current VA money situation as 414 percent is almost unavailable. Current 
situation would effect future if Congress refuses boost to 5 percent. Would make 
money completely unavailable and boost to 5 percent will definitely tend to bring 
money back to circulation and building industry.—Gerald T. Bachman, Secretary, 
Home Builders Association of Cape May County. 

Camden, N. J. 

Answering your wire. Question 1: No mortgage funds available for new 
homes. If available they are extremely limited at very high premium. Question 
2: Dry up entirely and stop VA. Question 3: Helpful to all if equal to FHA. 
Some funds would be available. 





REGION XXI—-OHIO 
Mansfield, Ohio 


Current supply of mortgage funds for VA program at 4% percent virtually 
nonexistent in this area. Failure by Congress to raise rate would continue 
present situation. Increase to 5 percent would improve matters only slightly.— 
George W. Sennish, chairman, mortgage finance committee, Mansfield Home 
Builders Association. 

Blyria, Ohio 

Re your wire January 29. 1. No money available locally for VA 4% percent 
loans. 2. Lenders advise they will refuse any future applications for 44%4 percent 
VA loans. 3. Lenders have ample funds and will be willing to take care of local 
needs if rate is increased to 5 percent.—Home Builders Association of Lorain 
County, John Sarnovsky, vice president. 


Cleveland, Ohio 


Regarding your questions on VA loans there is no VA mortgage money available 
on new commitments at 41%4 percent in Cleveland, Ohio, at this time. If Con- 
gress fails to raise rate this will be disastrous to veterans in this market who 
want GI loans for homes in an area where approximately 35 percent of the loans 
have been GI. An increase to 5 percent would decrease present prohibitive 
requirements of 7 to 10 points to 21% to 3 points and assist in providing some GI 
loans. We feel the interest rate must be increased to 5 percent on the Va pro- 
gram.—J. B. Leibrock, executive vice president, Home Builders Association of 
Greater Cleveland. 
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Lancaster, Ohio 

Mortgage funds for VA program at 4% percent nonexistent. Failure to in- 
crease rate will greaatly deter home building in this area. Mortgage funds for 
VA program would be available in limited amounts if rate were to be increased 
to 5 percent but by no means in large measure.—Ralph Dittoe, secretary, Home 
Builders Association of Lancaster, Ohio. 
Dayton, Ohio 

No 4% percent VA money available; if no increase—no VA loans in 1957. If 
increased possibility same volume as last year. Montgomery County Builders 
Association recommends that VA be made part of FHA.—Arthur C. Rodenbeck, 
president, Montgomery County Builders Association. 
Chillicothe, Ohio 

No 4% percent VA money at all locally. No. 5 percent FHA money. Local 
institutions currently charging 5144 to 6 percent conventional loan. Doubt VA 
increase to 5 percent would help locally at all—F. Page Boyer, secretary, Home 
Builders Association of Ross County. 
Painesvilic, Ohio 

Supply of mortgage funds critical in our area. Increase to 5 percent would 
stimulate only limited lending. It would increase the desirability of VA loans 
to mortgagees who have sufficient funds on hand. Failure to raise rate would 
not have any noticeable effect on present conditions.—Dan C. Secullin, secretary, 
Home Builders Association of Lake County. 
Lima, Ohio 

There is no market for VA 4% percent loans in this area, except to Federal 
National Mortgage Association at a prohibitive. Unless the rate is increased to 
5 percent the VA program will be destroyed in this area.—North Western Ohio 
Contractors and Builders Association, Harry L. Foltz, executive secretary. 
Toledo, Ohio 


No VA funds available at 41%4 percent. Increased to 5 percent would help 
us slightly—Toledo Association of Home Builders. 
Ashland, Ohio 

No 4% percent money in this area. Very little available at 5 percent. If no 
raise in rates, VA program will die in this area.—Robert E. Semler, secretary, 
Home Builders Association of Ashland County, Ohio. 
Marietta, Ohio 

We have no VA at 4% percent. Very limited at 5 percent. If Congress fails 
to raise rate, we will have none at all; if raise to 5 percent we will have very 
little money.—Delbert D. Pflug, secretary of Home Builders Association of 
Marietta. 
Troy, Ohio 

Four and one-half percent is out and if Congress does not raise the interest 
rate there will be no GI housing in this area. Limited amount of 5 percent 
would be available-——Robert E. Turner, president, Miami County Home Builders 
Association. 
Canton, Ohio 

Retel. Local market 4144 percent VA mortgages very tight. Increase to 5 
percent urgently needed.—J. H. Immler, executive secretary, Home Builders 
Association of Stark County. 
Youngstown, Ohio 

No mortgage funds for VA program at 414 percent here. Increase to 5 percent 
will help.—C. E. McGranahan, Home Builders Association of Mahoning Valley. 
Springfield, Ohio 

VA mortgage funds are nonexistent in our locality at 4144 percent without ap- 
proximately 10 points penalty. It is doubtful if increase to 5 percent will be of 
much help. Why not scrap VA and combine with FHA.—C. C. Conn, secretary- 
treasurer, Clark County Home Builders Association. 
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Cincinnati, Ohio 


Allocated mortgage money for period ending March 1, 1957, is already ex- 
hausted. Builders are now paying 11% points for FHA 5 percent, and 4 points 
for 4% percent VA. If VA raised to 5 percent builder would pay 1%. If VA 
rate is not increased it will deprive many vets from purchasing under their 
program.—Home Builders Association of Greater Cincinnati. 


Columubus, Ohio 

No mortgage funds for VA at 4% available in our area. Activity here will 
stop completely if rate is not raised. VA activity will be on a par with FHA 
if increased to 5 percent.—Edward Kreider, Columbus Home Builders As- 
sociation. 

Senator Sparkman. Thank you, Mr. Goodyear. I want to com- 
mend you for an excellent statement pr esenting your view on a most 
perplexing problem with which we are now faced. 

I want to ask you some questions that pertain to it, and I am sure 
Senator Douglas will also, but I have learned something that I did 
not know before we started this afternoon’s hearing. Mr. Clarke must 
catch a train and get back to Philadelphia. You are not leaving here 
in any hurry, as I understand it? 

Mr. Goopyear. No. 

Senator SparKMAN. If you do not mind I will ask you gentlemen 
just to sit over to one side and let Mr. Clarke and Mr. Neel, and any 
others of the Mortgage Bankers Association, come around and we will 
hear them, and it may be we can question you together. 

We are glad to have you with us, Mr. Clarke and Mr. Neel. For the 
benefit of the record, will you give your names and your connection 
with the organization, and the official capacity in which you appear? 


STATEMENT OF WILLIAM A. CLARKE, PAST PRESIDENT AND MEM- 
BER OF THE BOARD OF GOVERNORS, ACCOMPANIED BY SAMUEL 
E. NEEL, GENERAL COUNSEL, MORTGAGE BANKERS ASSOCIATION 
OF AMERICA 


Mr. Cuiarke. I have a statement here. 

Mr. Chairman and members of the committee, my name is William 
A. Clarke. I am president of the William A. Clarke Mortgage Co., 
mortgage bankers of Philadelphia, Pa. I appear before you this 
morning on behalf of the Mortgage Bankers Association of America, 
of which association I am a past president and a member of the board 
of governors. With me this morning is Mr. Samuel FE. Neel, the 
general counsel of our association. 

I believe I have been before this committee on enough occasions in 
the past so that most of you are already familiar with the kind of an 
organization the Mortgage Bankers Association of America is and the 
kind of a job the mortgage banker performs in the housing program. 

Since the occasion of this hearing is to determine the action which 
Congress should take on Senate Joint Resolution 38, which would 
authorize the Treasury to purchase an additional $100 million of 
preferred stock in the FNMA, the most appropriate thing that I can 
do this morning is to repeat before the committee the statement on 
FNMA which appears in a policy statement on housing and housing 
finance legislation, issued by the association in 1954, and briefly to 
bring that statement up to date. 





= 
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The section in the policy statement which deals with FNMA reads 


as follows: 


The secondary market operations of the Federal National Mortgage Associa- 
tion, as reconstituted in the Housing Act of 1954, fulfill a useful support function 
in the housing market. As it is presently administered, its facilities are avail- 
able only at a substantial penalty. Its availability on penalty terms has pre- 
vented its use as a general substitute for private money but at the same time 
has provided a means for supplying liquidity to mortgage companies and builders 
hard-pressed by changing money conditions. Any appreciable reduction in the 
penalty provisions will bring the Government into direct competition with the 
private market and will enormously increase the demand for Federal funds for 
home mortgages. This would be a wholly unnecessary drain on Federal funds 
and an unhealthy commitment by the Government in a field for which there is 
no need or justification for direct Government intervention. 


FOR EMERGENCY USE 


The FNMA should be retained as an instrumentality for emergency use in the 
mortgage market. It would be unwise to reduce the stock-purchase requirement 
so as to provide easy access to a virtually unlimited source of Government-guar- 
anteed credit. This move would insulate the mortgage market from the re- 
straints exercised through monetary policy by the Federal Reserve and the 
Treasury and would make it more difficult to use monetary action in maintaining 
economic stability. 

REPURCHASE OF LOANS 


Recently action has been taken to permit sellers of mortgages to FNMA to 
repurchase their loans at a later time as the original sales price. If this device 
is employed with restrain and with charges high enough to discourage its mis- 
use, it can prove te be an appropriate means for relieving private lenders from 
extreme financial loss and from preventing building activity from suffering a 
sudden withdrawal of credit. 

However, there is danger that builders and mortgage lenders may be en- 
couraged by the availability of a relatively painless method of escape from their 
indiscretions to proceed with substantial operations in advance of obtaining firm 
commitments from investors. Such a misuse of the device will result in an in- 
fusion of short-term credit into the mortgage system with serious inflationary 
potentialities. We strongly urge FNMA to limit the credit expansion permitted 
by this arrangement to the growth of true savings estimated to be available from 
mortgage investing institutions within the 9-month option period. 


ENLARGEMENT COULD BE HARMFUL 

Enlargement of FNMA’s authority to provide a market for loans purchased 
under its special assistance programs could be harmful to the economy generally 
and to the expressed purpose of FNMA’s eventually becoming an independent 
organization, since purchases under the special assistance program are made 
at prices above the market and thus represent an indirect subsidy by the Federal 
Government. 

Because of FNMA’s potential impact on the whole structure of the money 
market, we strongly urge close consultation between Congress and the Federal 
Reserve on its operations, and, further, we urge Congress to consider reshaping 
the Board of Directors on FNMA to include representatives from the Federal 
Reserve and the Treasury. 

To bring the above statement up to date, I only need to point out to 
the committee that if FNMA is to be retained as an instrumentality for 
an emergency use in the mortgage market, it must have adequate funds 
with which to operate. Since there is an emergency which does now 
exist, and the existing funds of the agency are almost exhausted, the 
association supports Senate Joint Resolution 38, which will provide 
sufficient funds for the operation of the agency. 

However, the association urges that Congress permit the agency to 
use these funds as its sound business judgment would indicate. By 
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this we mean that the association should purchase mortgages at realis- 
tic rates and with a realistic stock purchase requirement. It would be 
unfortunate indeed if the agency were to be directed to use these funds 
as a means of supporting a submarginal interest rate. 

Finally, I would like to file with the committee as an exhibit to this 
statement a paper which was presented on January 23, 1957, to the 
senior executives’ conference of the Mortgage Bankers Association of 
America, held at New York University. This paper was presented 
by Mr. Miles L. Colean, consulting economist, and discusses present 
and prospective secondary markets for mortgages, including FNMA 
operations. An examination of this paper will well repay the time 
involved. 

There is one statement in this talk of Miles Colean that I would like 
toread. It is on page 9 of the exhibit, Mr. Chairman. 

How is this issue to be resolved? One thing is certain: if we are to have a 
secondary market facility within the context of a free market, the first requisite 
is to create a free market in the world of insured and guaranteed mortgages. 
By this I mean, basic to anything else, that the interest rates on these mortgages 
must be as free to move as those of competing types of investments. 

The reason for this is simply that, unless the mortgage-interest rate is clearly 
within the range of the market, no secondary facility, though it combined the 
powers of the Treasury and the Federal Reserve, could meet the demands thrust 
upon it. When you offer to buy something for more than it is worth, there will 
be no limit to what is offered you. That is the predicament of FNMA today. 
Since limits are imposed on rationing by price, FNMA is forced into another 
form of rationing. It has chosen to limit its purchases to newly made mortgages 
and, in doing so, abandoned one vital purpose of a true secondary market facility. 

Unless the principle of a free interest rate is solidly established the temptation 
will always exist to try to hold interest rates below the market, on the miscon- 
ceived theory that this is the only way to achieve desirable social objectives, and 
then to try to use FNMA, or whatever so-called secondary facility may be devised, 
to support the misconception. Therefore, a free interest rate is the primary, 
absolute prerequisite for a true secondary market facility. 

Senator Sparkman. Thank you, Mr. Clarke. 

Without objection, the statement by Miles L. Colean will be included 
in the hearings at the conclusion of Mr. Clarke’s statement. 

Is that all? 

Mr. Cuarke. Yes, sir. That is it. 

Senator SparKMAN. Senator Douglas, Mr. Clarke has to catch a 
train. That is the reason why I asked him to come on before we 
questioned Mr. Goodyear. If you have any questions to direct to 
Mr. Clarke now you may do so. 

Senator Dove.as. On page 3 of your statement in the next to the 
last paragraph you say, 

By this we mean that the association should purchase mortgages at realistic 
rates. 

What do you mean by a realistic rate? 

Mr. Criarke. Well, I think that Fannie May has been doing a fairly 
decent job on that subject. 

Senator Dovenas. What is your definition of a realistic rate? Is 
that the going commercial rate ? 

Mr. CriarKe. Yes. 

Senator Dovetsas. How much does that amount to in Philadelphia 
on first-class mortgages? Let us say in North Philadelphia. 

Mr. Cuiarke. 514 percent. 
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Senator Doveias. Are there any sections of the country where the 
going rate is 6 percent? 

Mr. CuarKe. Yes, sir; I think so. California. 

Senator Dovetas. Are there any sections of the country where the 
going rate is 614 percent? 

Mr. CuarKE. Not to my knowledge. 

Senator Doveras. So that the actual rate you should say of l’amnie 
May should fall between 51% and 6 

Mr. Cuarke. That is right. 

Senator Doveras. Is that not a pretty heavy carrying charge? 
W ill that not help you choke off the demand for Tomaiiigt 

Mr. Neen. May I make a comment, Senator Douglas? 

Senator Dove.as. Surely. 

Mr. Nerr. The use of the word “rate” there is accurate, but perhaps 
it would be better if we said at a realistic price, which in turn reflects 
the rate. 

Senator Dovetas. I am trying to get at the realistic rate. 

Mr, Neex. But all Fanny May does is purchase mortgages at a 
price which promotes a yield. 

Senator Doveras. I understand. Suppose I use the word “yield”? 
That, I take it, is what you meant ? 

Mr. CiarKe. That is correct. 

Senator Doueias. That is the real rate of interest 

Mr. Cruarke. That is right. 

Senator Douenas. Will that not inhibit home purchases, a rate 
such as that ? 

Mr. Ciarke. Conceivably it might. I personally do not believe 
it would. 

Senator Dovetas. Is that not an act of faith on your part? On 
1 $10,000 house each 1 percent is at least initially $100 a year, or $8.33 
a month in carrying charges, and on a $15,000 house it would amount 
to $12.50 a month. That means a great deal, particularly in view of 

the fact that the study by the subcommittee shows that in the main, 
the Federal Housing Administration has been assisting the upper- 
income third of the population, and it has not been getting down very 
far into the middle third. Are you not in danger of pricing yourself 
out of the market, with the increased cost of the building against 
the increased mortgaging and the increased carrying charges? 

Mr. CLiarKe. Well, I think, Senator, you have to look at that ques- 
tion in this way: Let us assume for the matter of illustration that it 
did reduce the volume of that business. There is only a certain 
amount of long-term money available to go around. It is only by 
the price structure, as I see it—and by price structure I mean yield and 
interest rates—that you finally get the thing in balance. When we 

are attempting to support what is not a market rate, then it puts the 
herds completely on the Government, and it should not be there, 
inmy opinion. It should be on the private market. 

Senator Doveras. Your testimony is somewhat at variance with 
Mr. Goodyear’s, the previous witness, because what you are saying 
in effect is that apparently there may be too great a volume of build- 
ing and that you use the interest rate as a means of saying who shall 
be able to buy the housing. With this high interest rate, and with 
the costs of construction going up, it is obvious that if incomes do 
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not keep up—and according to my computations they are not keep- 
ing up—you are going to continue to produce for a relatively small 
segment of the market, which may already be overstocked with 
housing. 

Mr. Crarke. Of course, conceivably again if there ceased to be as 
heavy a demand in the capital markets as there is now, because of low 
volume, then interest rates have been known to go down as well as to 
go up, and that is in the free market. 

Senator Doveras. But the testimony of Mr. Martin, who, after all, 
is our best authority on the subject, seems to indicate that he is quite 
determined to see that interest rates go up still more as a means of 
rationing investment and investment funds. 

Mr. Crarke. I would go along with that reasoning. 

Senator Doveras. The testimony of the home builders is apparent- 
ly one of gloom and doom. They are prophesying dire disaster not 
only around the corner—it is here. They demand that we get out 
the Pulmotor and revive and resuscitate the industry with an injec- 
tion of $21% billion more—not $1 billion, but $21, billion. 

Senator SpARKMAN. You missed by $2 billion. It is $414 billion. 

Senator Dovetas. 21% plus 2, or $414 billion. This would be the 
creation of bank credit, after all. 

Mr. CrarKe. That is right. 

Senator Dovetas. That would not be from savings, but ultimately 
through the creation of bank credit. 

Mr. Cuiarke. That is right. 

Senator Dovetas. So you would have investment that was not made 
by savings and the inevitable result would be further inflation. 

Mr. Criarke. That is right. 

Senator Dovetas. Of course, they are so afraid of deflation that they 
say an injection of more monetary purchasing power is necessary to 
keep the economy from collapsing. 

Are you as much a prophet of doom and gloom as these gentlemen 
are ? 

Mr. CuarKke. No, I am not. 

Senator Doveras. You are not? 

Mr. Crarke. No. 

Mr. Negev. Senator Douglas, may I comment on that? 

Senator Doveras. Surely. 

Mr. Neet. Last year, one of the most prosperous years that home 
building ever enjoyed, over 670,000 units, that is, homes—over 670,000 
units were financed by conventional loans. I do not see any chance 
that that percentage or number will drop significantly, because those 
were conventional loans where interest rate was free to meet require- 
ments. 

Senator Dovetas. About 60 percent. 

Mr. Neeu. That is right. From this it seems to me you might ex- 
pect that percentage to go up in number to some extent. How much 
we do not know, but suppose it hits 700,000, which will not be a signi- 
ficant increase. That is still 70 percent of last year, completely inde- 
pendent and apart from the Federal Housing Administration and 
Veterans’ Administration financing, which is what Fannie May deals 
with. 

So while we all agree unless something happens particularly to the 
Veterans’ Administration program in terms of rate, that part of the 
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program is going to suffer a further severe decline; we are not talking 
about 100 percent of the home building economy when we are talking 
about the Federal Housing Administration and Veterans’ Adminis- 
tration deal. 

Mr. Ciarke. Of course, the other thing I would like to point out to 
you is that the Fannie May or the Treasury Department—either one— 
has to go into the market to get their money, and if they do they simply 
end up in tightening it up still more 

Mr. Neex. There is another question too, Senator Douglas. Fannie 
May when it sells preferred stock in the Treasury has the ability to 
go out and sell debentures to the public up to 10 times that amount 
of preferred stock. The last debentures they sold to the public were 
41% percent interest on $9 million of debentures. 

How in the world can they indefinitely keep on buying these mort- 
gages that only carry 414 percent interest rate above the market, and 
stay in business? They are losing money on every one they buy, unless 
they buy them at a realistic yield, and there is no chance the public 
is going to buy debentures of Fannie May at anything less than that, 
and the chances are they are going to require a higher interest rate if 
today’s conditions continue. 

Senator Doveras. My memory may be wrong, but I believe you 
have been down here before. 

Mr. Crarke. Yes, sir. 

Senator Dovueias. Helping us to try to get housing for the lower 
middle income groups of Philadelphia. 

Mr. Crarke. That is right. 

Senator Dovuctas. I sort of remember reading in the papers of that 
region that you have been active in trying to promote housing for the 
lower income people. Am I correct? 

Mr. Crarkr. That is right. Particularly integrated housing. 

Senator Dovenas. I noticed that. 

Mr. Cuarke. Yes. 

Senator Doucias. And I want to congratulate you on it. I want 
to say that you obviously have the bowels of compassion within you. 

Senator Sparkman. I might add that he was one of the prime 
movers in a rather substantial cooperative housing project. 

Senator Doveras. I think he is an extremely public- spirited man 
and I merely bring this out to add a further point to the question I 
wish to put to him. I am distressed by the fact that even with the aid 
of Fannie May we do not seem to be getting housing down into the 
middle third of the population. The upper third needs it least, really, 
from the standpoint of hums an need, and yet we have the middle third 
from the standpoint of income, plus special groups such as Negroes, 
and so on, who find it impossible to buy decent homes. 

If homes are the foundation of the family and the family is the 
foundation of society, should we not try to adapt Fannie May and 
the Federal Housing Administration to help meet these needs, instead 
of taking this hard-boiled attitude that the market is always right and 
always apportions capital among the respective needs? 

I rather think from your record that you are probably at war with 
yourself. In your prepared statement, you are speaking the theory 
of investment banking, but within you there is a nobler self, so to 
speak, in dealing with ‘these matters. I would like to protect you from 











92 INCREASED FNMA AUTHORIZATION 


this emotional schizophrenia and have you deal with this subject as 
an integrated person. 

Mr. Crarxe. That is well expressed, Senator Douglas. I am a hard- 
money man. 

Senator Dovctas. But you are not a hardhearted man. 

Mr. Crarke. That is right. I hope not. 

Senator Doveras. And when hard money comes into conflict with 
need, which will dominate? Hard money? 

Mr. Crarke. Because I think it is the only sound economic way, 
because we will hurt people otherwise. I am more afraid of inflation, 
Senator Douglas, than anything else. The preservation of the ralue 
of the dollar is what I am interested in. 

Senator Dove.as. These gentlemen are afraid of deflation. 

Mr. Crarxe. I would be willing to take a little of that rather than 
inflation. 

Senator Doveias. How much more deflation? Suppose the volume 
of construction falls to 600,000 houses ¢ 

Mr. Crarke. Well, if it does fall to 600,000, the only reason that it 
falls to 600,000 is because there is a heavy demand in the capital 
markets for money in other fields which would keep those people 
employed. This would not mean unemployment. If that were not 
true then interest rates would go down, and very sharply and very 
fast, and they would be back in the market t again. 

Senator Dovenas. In other words, you feel the economic system is 
self-correcting ? 

Mr. Ciarke. That is correct. 

Senator Dovetas. I used to think that, prior to 1929, but then I felt 
there might be air pockets, There is such a thing as a cumulative 
factor. The breakdown in one section touches off reductions in other 
sections too, on the analogy of a forest fire. 

Mr. Ciarke. That is right. There is always a possibility of that, 
of course. 

Mr. Neet. May I comment there / 

Senator Doveas. Oh, certainly. 

Mr. Nret. I think it only fair to say on the part of the Mortgage 
Bankers Association—and I am sure Mr. Clarke would agree with 
me—that our industry depends on a healthy economy and healthy 
home-building economy as much as anyone else. We do not believe 
that the situation is as desperate as many people believe it to be. 

Senator Dovauas. As the home builders say ¢ 

Mr. Nerv. That is correct. And, gentlemen, part of this problem 
is something that Congress itself contr ibutes to. 

Senator Dovcras. We are all made the whipping boys when every- 
thing goes wrong. 

Mr. Negev. Not for everything, sir, but partially. I think you will 
agree with some of the things I will say. I want to bring out that 
this complicates the matter. For example, the administration and 
Congress consider it is necessary to build tankers today. The Congress 
authorized a program under which the Government absolutely guan- 
antees mortagages on tankers at a very hefty interest rate of 51%, 
percent to 6 percent. That is under an absolute guaranty. 

Senator Dove.as. I have been fighting against the shipy ards for 40 
years, which is a big industry in your town. 

Mr. CrarKe. That is right. 
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Mr. Negev. You make it difficult for a person who wants to buy a 
house or a mortgage banker to compete in this business when you have 
a loan for $1 million at 6 percent, and if it goes wrong for 30 days 
the Government pays off duatciate as against somebody who wants 
to borrow $10,000 with monthly payments, 

Senator Dovugias. Would you throw your interest behind reduc- 
tions of subsidies to ship operators and shipbuilders in this country ? 

Mr. Nee. Certainly we would, sir. 

Senator Doveras. Shake hands. I may call on you for help. 

Mr. Ciarke. I will go along with that too. If I may enlarge a little 
on this, Senator Douglas, it is a very difficult position to be in. I 
happen to be a director of one life-insurance company. You sit at 
a table with an investment committee, and sitting over here is one 
$714 million mortgage with guaranteed prince ipal “and interest from 
the United States Government. This one is at 5 percent on a ship. 
Then sitting over here are 750 Federal Housing Administration or 
Veterans’ Administration loans, which is about what you average, 
which would be netting the company 4% percent, or 4 percent if it 
were in Veterans’ Administration, as against this sitting over here. 
What do you buy? 

pry: Douenas. I think the attention of Mr. Herbert Hoover 
and Mr. George Humphrey should be called to the fact that we are 
paying or guaranteeing excessive interest rates to the ship companies. 

Senator SparKMAN. You said 5 percent. I thought that was 514. 

Mr. Ciarke. In this particular transaction I am talking about. 

Senator Spar 7 MAN. But the Government does pay 514. 

Mr. Ciarke. I understood some of them have been actually nego- 
tiated at 6. I have been told that. I have not seen it in actuality. 

Senator Dovueras. That is all, Mr. Chairman. 

Senator SparKMAN. I saw a rote in the paper a few days ago, or a 
few weeks ago, that one of the good sources of loans for housing, and 
at. a fairly low rate, was the Bowery Savings Bank of New York. 
They put $70 million into shipbuilding bonds at 514 percent. Later 
I believe I saw where it had gone up to $110 million. 

Mr. Crarke. That is right. 

Senator SparKMAN. 514 percent bonds guaranteed by the Federal 
(Government. 

Mr. Cuarke. That is right. 

Senator Sparkman. I think you have put your finger there on a 

real problem where one agency of the Government is fighting against 
another. 

Mr. Crarke. That is right. 

Senator Dovetas. I think the attention of Mr. Hoover’s Commis- 
sion should be called to this fact. 

Senator SparkMAN. That is to the issuance of Government-guaran- 
teed debentures for something that actually ought to be a part of the 
national debt, that is, a Government expenditure instead of debentures, 
as I see it. 

Mr. Cuarke. Yes, sir. 

Senator SparkMAN. By the way, Mr. Clarke, with regard to de- 
flation, you said you w ould be glad to take a little dose of that. The 
trouble is they have never found out how to measure the doses in 
little bits. 
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Mr. Cuarke. That is true. 

Senator SparkMAN. That is the danger with deflation and inflation 
too. 

Mr. Crarke. That is correct. 

Senator Sparkman. I should not be asking these questions in the 
presence of an eminent economist like Senator Douglas. 

Mr. Crarke. Yes. I have not found you to be too bad yourself, 
Senator Sparkman. 

Senator SparKMAN. Well, you have always been a good man across 
the table, and I have found you quite reasonable. So far as the con- 
flict that Senator Douglas pointed out as between you and the home 
builders is concerned, ¥ just thought of this: You were sitting on 
opposite sides of the table. You are in a good position. You have no 
reason to feel like a prophet of gloom and doom because they are 
begging for your money. 

Mr. Ciarkr. But we do not have any money. 

Senator Sparkman. But these are the fellows who are doing the 
begging. 

Mr. Ciarke. But we do not have any money. 

Senator SparkMAN. You really have a scarcity ? 

Mr. Ciarke. That is right. 

Senator Sparkman. You can lend all you can get ahold of. 

Mr. CrarKe. But we do not have any to get ahold of. As a matter 
of fact, I have never seen it quite so short. 

Senator SparKMAN. I want to put this question to you, and I will 
put it to Mr. Goodyear too when he comes back, because I think it is 
one that all of us might consider. I mentioned it this morning. 

Out at the Home ‘Builders’ convention a couple of weeks ago the 
retiring president in his speech said something that was rather dis- 
tur bing to me, and yet it was simply a reflec tion of the statistics. In 
effect he said that the d: ay of the house below $15,000 was pretty well 
disappearing. 

When I consider the fact that from our income-tax records we are 
often told that 80 percent of the support of this Government comes 
from people with incomes of $5,000 and less, realizing that those 
people cannot buy a $15,000 house, I wonder what is going to happen 
to these people who are building houses, and to these great masses of 
people who need houses. 

Mr. Cuarke. I do not know. I agree it is a real problem, but let 
me give you the basis of that problem, right in our part of the world, 
and I know it is true in others. In the first place, the land available 
for building with proper facilities of water and sewer and so forth in 
the general Philadelphia area is almost all gone. When you do buy 
it, it is at a high price. As you go still farther out and move into 
suburban areas, zoning gets tougher and tougher. Zoning calls for 

75-foot lots, and they w ant to get a little bit tougher and move it. to 
100-foot lots, with all the costs of stress improvements and sewers that 
go into it, and everything else that goes into it, like the codes, and 
everything else. It isc ontinuously adding to the cost. 

I do not know if there is any method that you can use to stop it. It 
is not any problem that the builder can solve, because these are the 
communities. The communities are simply insisting upon all of these 
amenities going in with larger lots. In one of the areas I know about 
just recently they zoned them into acre lots. You start putting in 








INCREASED FNMA AUTHORIZATION 95 


street improvements and what not for a 44,000-square-foot lot and 
you are in trouble. 

Senator Dovetas. Is this not the attempt of the main line to keep 
Philadelphia exclusive ? 

Mr. CrarKe. No, sir. I will take you to some of the townships 
down the river where they are just awful. 

Senator Doverias. Are those townships trying to emulate the main 
line? Is this not the Philadelphia story you are recounting ? 

Mr. Crarke. No, sir. I think it is true all over the United States. 

Senator SparKMAN. Do you think it would apply to Chicago? 

Mr. Crarke. I thinkso. Yes,sir. You can ask the Home Builders 
that. I do not known what you can do about it. It just adds to the 
cost. 

Senator SparKMAan. Who lives in those new subdivisions and 
houses? What salaried people? 

Mr. Crarke. Well, most of them are doing pretty well. These 
people would be workers at Sun Oil. 

Senator SparKMAN. Making how much? 

Mr. Ciarke. I would think most of them were making over $5,000 
a year now. 

Senator Sparkman. Where are your $5,000 people going to live? 

Mr. Nerv. Could I answer that? 

Senator SparkMAN. I do not know if you heard the question. I 
asked him where the $5,000 people and down are going to live. That 
is ag I am trying to find out. 

Mr. Negev. You know, I saw a report, Senator, that for every sale 

of a new house there were about 6 or 7 sales of older houses generated 
ae ause people obviously to move into one of these new houses, are 
going to move out of an old house. I am not saying it is the complete 
answer, but every time a family moves up in its scale of living into 
one of these $15,000 houses, it generates all kinds of vacancies on down 
the line, until you get back to 6 or 7 transfers. In that chain of 
circumstances there are a number of accommodations that are per- 
fectly adequate; not new, but perfectly adequate, which will provide 
housing for people in lower income scales. It is certainly something 
that is an element in this thing. I do not think it is the final answer, 
but it is partially true that when you do generate these new sales, just 
like the sales of new automobiles, you have to sell the used automobiles, 
and there are more and more builders getting into the business of 
the so-called trade-in house, which is to some extent an answer to 
your question. 

Senator Sparkman. Of course, they have to live somewhere and 
they have to live somewhere where they can afford to live. Somehow 
I have always thought of a new family being formed and it being 
able to buy or build a new house out on the edge of town. Are we 
getting away from that completely? Are they condemned to live 
downtown in hot tenements or rundown houses ? 

Mr. Nrev. No, I do not think that is what I meant, Senator. I 
think the idea that when a couple gets married that they necessarily 
buy and build a brand-new house is something that is pretty new. 
I am not very old. I am older than sometimes I like to be, but I am 
not terribly old, and yet when I got out of law school and got married, 
the idea of going out and buying and building a new house never 
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occurred to me. I was making $2,000 a year, and glad to be making 
it. We first rented a house and then later on bought a se scondhand 
house in Cleveland Park, which was perfectly adequate, with all 
facilities, but it was built around 1926 by Mr. Wardman, and prob- 
ably was a tenth-hand house, as far as I know, but it was a good house 
just the same. 

Mr. Sparkman. By the way, I wonder if I might contrast my ex- 
perience, which happened about the same time? I was not making 
$2,000 a year. I was beginning to practice law, and you know what 
that means. I did build a new house. I got a mortgage on it, I 
remember, at 6 percent, which was an unusually low rate then, for 
10 years. LIpaiditout. That house was built 30 years ago and, by the 
way, that house today is just about as good as it was then. Yet I 
lear people say that 20 or 25 year mortgages are too long. 

I wonder and I would like to ask you this question, since this does 
belong to your jurisdiction. Maybe we can get some relief by lengthen- 
ing the term of the mortgage. What would be your comment on that ¢ 
I figured out here this morning, Mr. Clarke, and you might be able 
to correct me, that a house with a $10,000 mortgage on it that ran for 
40 years at 5 percent interest could be carried, or paid and amortized, 
at $41.67 a month. 

If you have a house at that rate, you can get it down to where low- 
income people can afford it. 

Mr. Crarke. That strikes me as a low figure without the tables 
before me. 

Senator SparkMAN. Let me see; 5 percent for 40 years would be an 
average of 20 years. 

Mr. C LARKE. Yes. 

Senator SparKMAN. That would be 100 percent and it would double 
to $20,000. Divided by 480 you get $41.60. 

Mr. Cuarke. The reason why I question it is because—— 

Senator SparkMAN. That is just the amortization of the mortgage. 
Of course, it does not pay for utilities and such things as that. 

Mr. Crarke. My recollection of that table is as you get above 30 
years in time it makes a very much lower reduction in the total 
monthly payrastta, 

Senator Sparkman. Follow me in this calculation and see if it is not 
right: a 5 percent rate of interest over 40 years, if it were straight, 
would be 200 percent, would it not? 

Mr. CuarKe. Yes. 

Cais SparKMAN. But you are paying it off steadily so it divides 
by 2, and that means 100 percent. In other words, you double the 
debt, i and that makes $20,000, and you divide it by 480, and that gives 
$41.67 
Mr. Crarke. I do not think it is quite that simple. 

Senator SparKMAN. You can see it is practically that because if 
yu divide by 500 it is $40 even. 

Mr. Criarke. That is right. 

Mr. Neex. Of course, as you lengthen the term you lower the pay- 
ments. We have also been criticized by some people when we talk 
about lower maturities where they add up the excess interest costs 
occasioned by lengthened maturity and then they claim the increase 
in interest is over the life of the loan, a very damaging thing. I do 
not think that is true. 
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Senator SparKkMAN. It is not if you are cutting it down from month 
to month. 

Mr. Neen. No, sir. 

Senator SparkMAN. Especially if you can get the monthly payment 
down to a level a person can afford, 

Mr. Neen. Of course, in the early days of a loan with a 40-year 
maturity the payment on the principal is very little. 

Senator SparkKMAN. That is correct. 

Mr. Neen. Therefore, the problem you run up against 

Senator SparKMAN. The equity goes up slowly. 

Mr. Nrew. That is correct, and the problem of a mortgage banker 
in trying to bring borrower and seller together is in finding an investor 
who is sufficiently willing to accept that kind of a transaction. That 
is our problem. 

Senator SparkMAN. That is what I am trying to get at. Have we 
not developed a wrong psychology,-for instance, with reference to 
our loans on real estate and on good, well-built houses? Is it not more 
or less an arbitrary thing? I recognize the problem of building up 
the equity, but what is the history of the payment of mortgages any- 
how? Mr. Clarke, I think you have given us that figure in the past 
on perhaps some housing project. The average is about 7 years, 1s it 
not ¢ 

Mr. Crarke. It is longer than that. 

Mr. Neex. It started out at seven. It may be a little longer, but 
not much. 

Senator SpaARKMAN. The average mortgage in this country is re- 
tired at about that time. 

Mr. CLarker. Between 10 and 11 years. 

Senator SparkMAN. Regardless of what the period is. 

Mr. Neen. It is paid off, or the house is refinanced. That is true. 

\ lot of insurance companies, when you talk about this thing to them, 
will tell you the reason why we have had no trouble on low down- 
payments and equities is because inflation has more than made up for 
the ability of the man to build up his equity. I do not know how true 
it is, but they are worried about the opposite circumstances. I will 
agvee with you over the period of the last 10 years the conception of 
the danger involved in a long-term mortgage has changed, because 
1) years ago you had people worrying about 15-year mortgages. To- 
day no one is really worried about —— until you get to 25 or 30 
years, but they are worried about 40-year mortgages. You need to 
determine whether you are better off to m: ate a 40-year mortgage than 
a 15-year mortgage. 

Senator SparKMAN. I am not necessarily advocating it, but explor- 
ing it, because I think we must—and I say it in all sincerity—I 
think we must find some w: iy of stopping this ever-increasing cost of 
housing. Or, to put it another way, we must find some way of making 
housing available to the American people at a price that the great 
mass of the American people can afford to pay. Otherwise you are 
going to have a constantly narrowing market and soon we will be 
building for the benefit of much less than the upper one-third. 

Mr. Neen. I certainly agree with that, sir. 

Senator Sparkman. By the way, you said something about money 
being so scarce. Our staff director, Jack Carter, called my attention 
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this morning to ads in Saturday’s Washington Post. You might ask 
about it, Mr. Carter. 

Mr. Carrer. There is a whole series of ads in this particular paper 
and I brought it in, knowing this hearing was coming up. Here is 
one which says, veterans for $300 down can get a 30-yea r GI or FHA 
loan on a house valued at $14,950. Here is one for $1,800 down vet- 
erans can get, they do not give the terms on this particular ad. 

Mr. Ciarke. Well, that is new, or existing houses ? 

Mr. Carrer. These are apparently new. 

Mr. Ciarke. The reason why I ask the question is because all of us 
in the business are operating today where we have outstanding com- 
mitments to builders to purchase loans, which commitments were 
made as much as a year ago. 

Mr. Carrer. This is “yesterday’s money,” or “last year’s money” ? 

Mr. Nerx. That is correct. 

Mr. Ciarke. Yes. It is not new. 

Mr. Carrer. But then the ads are misleading in that sense because 
any number of them in here say, for example, like this one, “No money 
down to veterans. Conventional finance ing. Fifteen percent down to 
others ; 25- or 30-year GI and FHA loans.” There are at least six of 
them. 

Mr. Ciarke. I would think so. They are all old commitments. 
Mr. Nerv. Mr. Goodyear could obviously explain that to you better 
than we could, Mr. Carter, but it is obvious that these are houses that 
have been financed pursuant to commitments that have been in ex- | 
istence at least a year. Therefore, the builders are working out of an 
inventory. It does give a misleading picture to the buying public. 

Mr. Carrer. What happens to the buyer of those homes, Mr. Neel? 
Is he charged a discount for those now ? 

Mr. Neet. No. He cannot be charged a discount for those homes. 
The builder has a firm commitment undoubtedly. I do not know the 
facts in the instances you are speaking of but he is undoubtedly work- 
ing under a commitment that has been in existence for quite a while. 

Mr. Carrer. Does the buyer know he hasa firm commitment? Sup- 
pose the mortgage broker said to the buyer, “It will cost you 5 points.” 

Mr. Neex. He cannot say that to him under any of the existing reg- 
ulations of Federal Housing Administration or Veterans’ Admin- 
istration. 

Mr. Carter. Then let us make it two points. 

Mr. Crarke. He cannot do that either, regardless. 

Mr. Neet. All that he may pay is—— 

Mr. Carter. One point on a VA-guaranteed loan. 

Mr. Neev. That is true with Federal Housing Administration, too. 
He may pay a service point, and that is all the buyer may pay. 

Mr. Carrer. If that is true where do we get these discounts for 9 
and 10 points on the west coast ? 

Mr. CLarke. The builder pays them. 

Mr. Carrer. He just absorbs them out of his profit or he adds it on 
his house. 

Mr. CrarKke. That is correct. 

Mr. Neev. Mr. Goodyear can probably give you some very painful 
experiences of who pays that discount. 

Senator SPARKMAN, Let me ask you this question about Fannie May. 
Do I correctly interpret your statement to the effect that Fannie May 
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should simply go along in a more or less competitive position with 
private enterprise ? 

Mr. CiarkKe. Yes, sir. 

Senator SparKMAN. Why then should we go along with Fannie 
May? 

Mr. Criarke. The actuality, Senator Sparkman, in my opinion, is 
that if there was a basis for the interest rate on Government-aided 
mortgages to fluctuate with the market, that there is very little reason 
for Fannie M: Ly’s existence; that it would have very little use actually 
if that were the situ: ition, and it seems to me my own personal feeling 
is whatever is done now in connection with Fannie May is not plug- 
ging the loophole. The loophole is still basic. All that Fannie May 
is doing is supporting an unrealistic interest rate. 

Senator Sparkman. Do you not believe there might be a position 
for Fannie May to fill, out in these areas where priv ate financing might 
not. be available? Of course, I go along with the voluntary home 
mortgage program if that will do the job, but if it fails to do the 
job—— 

Mr. CLarke. I was going over some of the figures as of the end of 
January on the voluntary home loan credit program with Fred Mor- 
rison, the executive secretary of the committee this morning, and as 
of the end of December almost $240 million had gone into that pro- 
gram. That $240 million does not represent all of the money that 
went into it because of lenders having moved into the program and 
having taken on some of these territories. ‘They have moved in them- 
selves into the territories and taken many, many mortgages. I give 
you that from our own personal experience in which we are dealing in 
areas in the State of Pennsylvania where we never dealt before in that 
program, and where we have been taking mortgages in the regular 
routine way without any referrals, and therefore the program does 
not get any credit for it. 

I would hazard the guess to you that at least half again as much has 
gone into that thing other than is shown by the program. Of course, 
that is a guess. 

Senator SparkMAN. When you speak of a flexible or variable rate, 
is it your idea that FHA and VA mortgages should bear the same 

rate of interest as conventional loans? 

Mr. Crarxe. I think one has to be realistic about it. If you were 
sitting now as a trustee, you finally get to this question in your mind: 
How safe is safe? And I think that for many conventional mortgages, 
for example, there was the same degree of safety that there would be 
with an FELA and that, therefore, there would be ver y little difference 
in interest rates. 

Senator Sparkman. How about with VA? 

Mr. Ciarke. I think somewhat the same thing. 

Senator Sparkman. Then why should we have those agencies, those 
programs ¢ 

Mr. Cuarke. Well, the reason is purely to see to it that there are low 
downpayments, because otherwise it would prohibit these—— 

Senator SparkMAN. You mean the more liberal terms ? 

Mr. Ciarke. That is right. 

Senator Sparkman. That is just about the differential as you see it ? 

Mr. Crarke. That is right. 
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Senator SrpaRKMAN. You do not give any additional credit for the 
fact that VA-guaranteed mortgages are underwritten 100 percent by 
the Government? Cash? Cash in hand? 

Mr. Ciarxe. There is no reason why we should seek that at a lower 
yield when we could get what we consider to be equal safety some 
place else. 

Senator SparkMAN. Why would an investor buy Government bonds 
at 314 percent and turn down a Government-guaranteed loan at 414 
or 5 percent ? 

Mr. Crarke. A long-term investor is not a buyer of those securities. 

Senator SparKMAN. Of which? You mean of the bonds? 

Mr. Crarke. Of Government securities. 

Mr. Nreev. May I say something, Senator? He is not buying them, 
of course, at par today. He is buying them at a heavy discount, as you 
know, so his yield is not 314 percent. It is higher. But I think the 
record ought to be clear th: it it is true—— 

Senator SrarkMAN. Now, wait. I have not kept up with the 
Government bond market, but Government bonds, 31% percent bonds, 
are not selling way down, are they ? 

Mr. Nert. Oh, yes, they are, sir. Mr. Douglas can probably tell 
you precisely—— 

Mr. a ARKE. They were back up to par as of yesterday 

Mr. Nerv. They have been down in the 90s right along. I think 
they got down as low as 94. 

Senator SparkMAN. I thought the 314s had held up pretty well, 
but, as I say, I do not follow it day by day. I do not ow n any of them. 

Mr. Neet. I think the record ought to be clear, Senator, recognizing 
what Mr. Clarke has said is partly his own personal feelings and partly 
as a representative of the association—but the record will show that 
FHA and GI loans have carried rates of interest under rates carried by 
conventional loans. 

Senator SparKMAN. Yes; but that was not in a completely free mar- 
ket. There were some restraints on it. 

Mr. Nerv. It would be, I believe, the consensus of opinion in the 
Mortgage Bankers’ Association generally that even given an entirely 
free rate you would find FHA and VA paper moving at some rate that 
was less than the rate on conventional loans. 

I think the record also ought to be clear that a VA loan is not 100 
percent guaranteed. It is 60 percent guaranteed. But the risk of loss 
is practically zero; I will agree to that. 

Senator SparkMAN. Not only that, but the way it has actually been 
operated from the beginning has been 100 percent. 

Mr. Crarke. That is right. 

Senator SparkMAN. For the simple reason that when there is a tak- 
ing over, a foreclosure, the property is not unloaded on the mortgagee 
but the Veterans’ Administration pays him 100 percent cash. 

Mr Crarke. That is correct. 

Mr. Nreu. Now, I do not mean to quibble, but the Veterans’ Adminis- 
tration pays the amount of its guaranty incash. Then it has the elec- 
tion as to whether it will take the property in or not. 

Senator Sparkman. But it has, I think, without exception, exercised 
that option. 

Mr. Nee. No; that is not true. 
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Senator Sparkman. I think they have stated before our committee 
that is their policy. 

Senator Doveras. Senator Sparkman, would you like some rein- 
forcement? Quoting the Wall Street Journal this morning, page 21, 
the first column : 


Treasury 314s maturing 1978-83— 
That is, 20 to 25 years— 
selling at exactly 100. 


Mr. Ciarke. That is right. 

Senator Dovaras. So here you have a very long issue, 20 to 25 years, 
with only a 314-percent interest rate. I think this bears out what you 
are saying, Senator Sparkman. 

Senator SparkMAN. There are lots of questions I would like to dis- 
cuss with you. 

Mr. Cash has just mentioned that by having FHA and VA programs, 
we get a national market that we might not have without them, because 
we all realize there are some pockets where capital is not avi ailable. 

Mr. Crarke. That is right. It only would go there as a result of 
those programs. ‘There is no doubt about that. 

Sen: itor SPARKMAN. Thank you very much. 

Senator Doveras. Before he goes, may I ask one final question ? 

Mr. CLARKE. Yes, sir. 

Senator Doveias. We have a proposal to have the Government buy 
$100 million more of preferred stock in Fannie May, making possible 
a billion dollars of loans. What should we do with this proposal ? 

Mr. Ciarke. We supported it, Senator Douglas, for the very reason 
that—— 

Senator Doucias. You supported it? 

Mr. CLarke. Yes; we supported it. Now we support it—— 

Senator Dovueias. You remind me of the character in Stephen Lea- 
cock’s story who mounted his horse and rode off in all directions. 

Mr. Crarke. No, no— 

Senator Dovenas. You have been talking about how it is neces- 
sary to restrain loans and so forth and that it does not matter if 
building does go down, even if it fell to 650,000, so I thought you were 
going to Say, “Well, dampen down on this increase.” Now you come 
out and sa y, “A billion dollars more.” 

Mr. Crarke. Well—— 

Senator Doueias. How do you reconcile this, Mr. Clarke? 

Mr. Crarke. Well, that is very simple. We have a belief that 
Fannie May should be there in the form of some — of a secondary 
market. We believe that its use is becoming great, the necessity for 
additional funds going into it, because if it is ratiaieating to support 
i 

Senator Dovetas. Buy in order to sell ? 

Mr. Ciarke. That is right, but in terms—— 

Senator Doveras. This proposal is you buy in order to hold. 

Mr. CLarke. But we must now, however, do something to cure it or 
they will everlastingly be back here. 

Senator Doveras. But you think a billion dollars is all right? 

Mr. Ciarke. Yes. 
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Senator Doveias. What about this $414 billion that we have? 

Mr. Crarke. Too much. 

Senator Doveras. What ? 

Mr. CrarKke. Too much. 

Senator Doveras. What about a billion and a quarter ? 

Mr. Cxiarke. Speaking now, Senator Douglas, as an individual, 
not as a member of the Mortgage Bankers Association, I would say 
I would cut it in half from that, personally, but—— 

Senator Doveras. That is, cut the billion and a quarter in half ? 

Mr. CiarKke. Yes. 

Senator Dovenas. That would be $625 million. 

Mr. Cuarke. That is right. 

Senator Doveras. Or, in other words, have them buy only $625 
million ? 

Mr. Ciarke. Yes. 

Senator Doveias. Now you are getting a little consistent. Well, 
now, which are you spe -aking— 

Mr. CLARKE. I’m speaking now is—— 

Senator Dovenas. Asa mortgage banker ? 

Mr. Crarke. In my capacity as a private individual now, W. A. 
Clarke. 

Senator Dovetas. As an individual you would say hold them down 
to $625 million ? 

Mr. Ciarke. That is right. 

Senator Doveias. What about $500 million ? 

Mr. Crarke. Better still. 

Senator Doveras. What about $250 million ? 

Mr. Crarke. No, no. I think that is too small. 

Senator Dovetas. $500 million ¢ 

Mr. Ciarke. Yes. 

Mr. Neen. Mr. Douglas, it 

Senator Dovatas. Don't save him from himself. 

Mr. Neet. No. I think it might be interesting for me simply to 
talk as somebody who has been representing the Association policy 
for quite a long while, and that is this: 

The Association has always supported the use of Fannie May as 
an emergency backstop and as the true secondary market operation. 
Now, you cannot function as a backstopping operation or as an emer- 
gency secondary market operation if you have no money at all. And 
they will not have any money at all in a very short time. 

Senator Doveras. The question is: How much money to give them? 

Mr. Neev. We simply said we would support the bill whic h is before 
you which asks for $1 billion. I personally think if the bill had said 
$1.2 billion we would have said, “Give them any reasonable sum that 
you think they need to have.’ 

Senator Doveras. But you would favor the $500 million too? 

Mr. Neev. Certainly. 

Senator Doveras. $500 million rather than $1 billion ? 

Mr. Neex. No; we support the $1 billion because that is in the bill. 

Senator Dovueias. Mr. Clarke says he supports $500 million. 

Mr. Nee. He said personally, Senator. That is what I am getting 
at. 
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I want to make one more point, sir, if I may. In our testimony we 
said in using these funds the association ought to use them in a realistic 
way, not to subsidize an artificially low rate. 

Senator Doueas. I want to thank the witness very much. 

Senator SparkMAN. Thank you very much, both of you gentlemen. 

(The statement of Mr. Colean follows :) 


Mues L. COLEAN, PRESENTATION TO THE MORTGAGE BANKERS ASSOCIATION, SENIOR 
EXECUTIVES’ CONFERENCE, NEW YORK UNIVERSITY, JANUARY 23, 1957 


PRESENT AND PROSPECTIVE SECONDARY MARKETS FOR MORTGAGES 


The subject assigned to me—Present and Prospective Secondary Markets for 
Mortgages—immediately raises a number of questions: What is a secondary mort- 
gage market? Do we havea secondary market at the present time? Do we really 
want a secondary market and, if so, could a secondary market be made to function 
under existing conditions? 

When we try to face these questions, we immediately encounter a confusion 
in terms. In the parlance of the trade, the secondary market is the source of 
funds created by the savings institutions that acquire their mortgage investments 
from mortgage originating companies and ordinarily depend upon these com- 
panies for the servicing of the mortgages so acquired. According to this view, 
the life-insurance companies are the main participants in the secondary market. 
The large eastern and northeastern mutual savings banks also figure prominently 
in this concept of a secondary market. 

Actually the institutions referred to are secondary only in the sense that they 
invest through intermediaries. The market they provide is a limited one. They 
ordinarily invest only through a more or less fixed group of intermediaries and 
are not open to all comers. Moreover, they are not in the market, as the saying 
is, at al! times or under all circumstances, or for all types of mortgages—not 
even for all varieties of insured or guaranteed mortgages. 

Furthermore, with a few outstanding exceptions, the intermediary institutions, 
which originate and service the mortgages, cannot be considered to provide a true 
primary market, since they generally do not originate mortgages except on 
what in effect are orders from the secondary institutions or in the pretty clear 
prospect of receiving allocations of funds from them. Few of the intermediary 
organizations use their own funds extensively for the original acquisition of 
mort gages or obtain bank funds for this purpose except on the strength of a 
“firm takeout” or commitment from a secondary institution to acquire the 
mortgages within a specified time. 

In a real sense, therefore, the so-called secondary market is the primary 
market. Its attitudes and policies determine the amount of mortgage origina- 
tion that takes place, while the originating companies act more frequently as 
agents than as prime movers. 

A year or so ago, when the source of ultimate mortgage money gave the illusion 
of ineyhaustibility, something of a different sort began to develop. At that 
time, many mortgage companies, on the basis of open lines of credit or other 
arrangements with commercial banks, originated mortgages without positive 
“takeout” commitments and then “warehoused” the paper, pending its ultimate 
disposition. Some insurance companies and savings banks also used a similar 
medium—the sale to commercial banks under a repurchase agreement—to 
help them out of the embarrassment of temporary overcommitment. 

In engaging in these activities, the commercial banks were actually providing 
a source of interim on secondary credit, if not an actual secondary mortgage 
market. But, as such, it was not organized with clearly defined purposes; and, 
in the final analysis, it served the purpose of expansion better than it did that of 
stability. With the decreasing availability and increasing cost of bank credit 
and with the discovery that ultimate sources had an unexpected quality of 
contractability, these practices have been recognized as both hazardous and 
impractical, if not impossible, as a continuing method of expanding business. 

At the present time, the problem of mortgage companies by and large is to 
work their way out of, rather than into, warehousing arrangements. I know 
only of isolated instances where sources of such credit have been sufficiently 
well established for sufficiently long a period ahead to warrant an originating 
company to proceed on its own initiative, that is, without a specific commitment. 
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Another aspect of the present mortgage market deserves mention, namely, that 
mortgages once placed in the hands of an investor, such as an insurance com- 
pany or a savings bank, rarely reappear in the market. Such an investor is 
truly an ultimate one. The mortgages he holds are relatively illiquid, for there 
is no place he can assuredly go in case he should have the desire, or face the 
necessity, of reducing his portfolio. In other words, for such institutions there 
is no reserve or secondary outlet. 

These questions of the need for and purposes of a secondary mortgage market 
were thoughtfully studied in 1953 by a subcommittee of the President’s Advisory 
Committee on Government Housing Policies and Programs. This subcommittee 
concluded that there was a place for a facility which, through buying and sell- 
ing insured or guaranteed mortgages (it recognized the impediments to such 
dealing in conventional mortgaves), could help to even out the peaks and val- 
leys in the availability of mortgage funds and hence provide a more continuous 
flow of activity, with particular reference to the parts of the country that are 
remote from the main centers of capital supply. 

The subcommittee recognized that the final and only true source of funds for 
mortgage investment was in the savings of the people, and it did not presume 
to concoct a facility that would create an additional supply of funds through 
a continuous and expanding use of bank credit. In short, it looked upon the 
function of the contemplated facility as one of aiding in the distribution of 
savings, area-wise, rather than compensation for real or supposed shortages 
in the supply of savings in an attempt to maintain some hypothetically desirable 
level of activity. I may add that the subcommittee considered even this limited 
function to be feasible only if interest rates were in tune with the market and 
if there was sufficient penalty for using the facility to discourage resort to it 
except in necessitous situations. 

The limited function of a secondary facility as defined by the subcommittee 
does not, however, satisfy everyone. It does not satisfy many builders who 
consider ample credit for building, irrespective of conditions elsewhere in the 
economy, to be the one requirement for a continuous market. It also does not 
satisfy those whose disposition is toward state planning and the subordination 
of market forces to officially determined social priorities. All of these stress the 
function of market support to assure the maintenance of a preordanied interest 
rate or of a stable or even a rising level of activity in a time of a restriction 
in the normal supply of funds. In other words, what these people want is a 
supplemental primary mortgagemarket and not a secondary mortgage market. 

The confusion in the meaning of “primary” and “secondary,” as applied to 
mortgage markets, that I referred to at the outset, is also present in dealing with 
the Federal National Mortgage Association. As initially conceived and as 
provided for in the original National Housing Act, national mortgage associations 
were clearly intended to offer a new medium for channeling savings into mortgage 
investment. There is no question but that they were intended to create a new 
kind of primary market. At that time, you will recall, there was a severe 
breakdown in the flow of funds from the customary sources and there was a 
considerable amcunt of hoarding of currency. Consequently, it was felt that a 
bright new instrumentality carrying the prestige of the Federal Government 
would draw forth funds not otherwise available. 

When the Federal National Mortgage Association was formed in 1938, it was 
with this concept in view; and FNMA did act for several years as a source 
of funds supplementing those of the still reluctant savings institutions. But 
there was one important divergence from the original idea: instead of tapping 
savings, by issuing long-term obligations to the public, FNMA issued short-term 
notes, which were mainly absorbed by the banking system. In other words, 
FNMA was providing a primary rather than a secondary market; but it was 
doing this not with savings but with bank credit. 

As the war Caine on, a surplus of savings for investment in home mortgages 
developed out of rising income and the curtailment of the normal outlets for 
spending. FNMA took advantage of this situation to liquidate a major part of 
its holdings. Thus, at this point, FNMA was able, quite fortuitously, to give 
at least the apeparance of operating a secondary market. Out of this experience 
the idea began to evolve that the appropriate functions of FNMA were not to 
offer a source of funds in addition to those ordinarily obtainable from institu- 
tional leaders but to buy in periods of either general or local stringencies of 
funds, to sell promptly as opportunities were afforded, to clean up congestions 
that might develop from overcommitment, to provide a source of liquidity for 
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private institutions, and hence to help assure a steady availability of funds 
and a stable volume of lending and building activity. 

These functions certainly are those of a true secondary-market facility. They 
roughly conform to those contemplated by the President’s Committee. They were 
at least implicitly embodied in the FNMA as reincarnated in the Housing Act 
of 1954, after some sensational postwar vicissitudes as a primary lender. 

It has taken only a short time to develop a striking discrepancy between prin- 
ciple and practice. It must be noted that this discrepancy probably, in part at 
least, was due to the appearance of a situation that was hardly foreseeable by 
those who had been psychologically conditioned by a long period, only briefly inter- 
rupted, of easy money. Instead of a continuation of easy money something 
showed up that looked like a chronic excess of demand for long-term credit in 
relation to the supply of savings. This was not a short-term matter easily 
remedied by the temporary measures which FNMA was equipped to take. 

In the FHA-VA mortgage area, the situation was now—lI speak of late 1955— 
complicated by two unique factors: one was a large excess of commitments in 
relation to the actual, as compared with the contemplated, availability of funds ; 
and the other was the fixed interest rate, set a level below what was broadly 
competitive in the financial market. As a consequence, many institutions were 
forced to curtail their operations until their commitment-to-growth ratio had 
been brought into better balance, while institutions generally, faced as they were 
with an abundance of investment opportunities at higher yields, were disinclined 
to expand their FHA and VA holdings. 

Under these circumstances, what policy should be followed by a secondary- 
market facility? Theoretically the indicated action would be to relieve the con- 
gestion in the market by absorbing some of the surplus commitments, leaving the 
forces of the market to concentrate on the maintenance of a flow of new mortgage 
activity. The theory fell down, however, because the rigidity of the interest- 
rate structure prevented the market forces from being operative. Consequently, 
any relief in the mortgage congestion promised only to provide funds for diver- 
sion to other forms of investment where yields were more attractive. 

This is the problem with which FNMA was faced this fall. Unable to cope 
with a congestion which the rate situation constantly made worse, it abandoned— 
and, in face of a decision not to modify the interest rate, it is fair to say it was 
forced to abandon—any effort to perform a theoretically appropriate secondary- 
market function and, instead, relapsed into its old role of providing a primary 
source of funds for a market now starved by a submarket interest rate. In 
doing so, it left behind the overhang of commitments and unplaced mortgages to 
work their way out whenever and however they might, and devoted its modest 
effort to the support of new building. This situation was not much changed 
when the FHA rate was finally lifted to an inadequate 5 percent. 

It seems probable that, if the interest rate were free to find its own level and 
if FNMA turned its resources to cleaning up. the worst of the existing situation, 
a more orderly market would be more rapidly restored and new construction 
would be better served than can now be the case. This, however, is beside the 
point. Such indirect methods are not well understood either in Congress or in 
the trade. The preference is likely to continue to be for the policy that is now 
being pursued, except for more of it. What we actually have, and what many 
appear to want, is simply a means of avoiding the impact of restrictive monetary 
policy on this particular sector of the economy. 

I have taken a long excursion from the questions I raised at the beginning; 
but, out of it, I think we can state some answers. If we consider a secondary 
market to be a place where credit can be obtained for the purpose of relieving 
congestion, of providing liquidity, and of evening the flow, but not permanently 
adding to the total of mortgage funds, when we do not now have such a facility ; 
and we have never had one except in a tentative and incomplete way. What 
we have had have been methods of permitting, through the use of bank credit, 
an expansion of mortgage activity beyond what it would have been possible from 
the available supply of savings under conditions of a fixed interest rate. 

I may add that, in view of the present financial situation and the present 
political configuration, I see no prospect of anything else. The present Congress, 
with administration support at least part of the way, seems sure to favor a 


substantial increase in the authority of FNMA for the now well-established 


objective, namely, of adding, through an expansion of bank credit, funds for 


mortgages beyond what may be available from long-term investors, especially 
where the administered interest rates have been miscalculated in respect to the 
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market. And this type of activity, I reemphasize, is not a secondary market at 
all but a primary market, and an inflationary sort of primary market at that. 

Perhaps it is too much to expect anything else. Perhaps the political implica- 
tions of housebuilding, like those of agriculture, have become too compelling 
for us to assume that a home mortgage system, developed strictly along free 
market and private credit lines, would any longer be acceptable. Although I am 
by no means sanguine about the prospect, I am not yet ready to throw in the 
sponge. I still think a sound, practicable, and dependable private home mort- 
gage system can be developed. More than this, I am convinced it must be 
developed, and maintained, if our free enterprise system itself is to survive. 
And the question of an appropriate secondary mortgage market is deeply involved 
in this issue. 

How is this issue to be resolved? One thing is certain: if we are to have a 
secondary market facility within the context of a free market, the first requisite 
is to create a free market in the world of insured and guaranteed mortgages. By 
this I mean, basic to anything else, that the interest rates on these mortgages 
must be as free to move as those of competing types of investments. 

The reason for this is simply that, unless the mortgage interest rate is clearly 
within the range of the market, no secondary facility, though it combined the 
powers of the Treasury and the Federal Reserve, could meet the demands thrust 
upon it. When you offer to buy something for more than it is worth, there will 
be no limit to what is offered you. That is the predicament of FNMA today. 
Since limits are imposed on rationing by price, FNMA is forced into another 
form of rationing. It has chosen to limit its purchases to newly made mortgages 
and, in doing so, abandoned one vital purpose of a true secondary market 
facility. 

Unless the principle of a free interest rate is solidly established the tempta- 
tion will always exist to try to hold interest rates below the market, on the mis- 
conceived theory that this is the only way to achieve desirable social objectives, 
and then to try to use FNMA, or whatever so-called secondary facility may be 
devised, to support the misconception. Therefore, a free interest rate is the 
primary, absolute prerequisite for a true secondary market facility. 

The second prerequisite to a secondary market facility is a sound mortgage- 
insurance system. We have the nucleus of that in section 203 of the National 
Housing Act as it was originally conceived. The difficulty here is that both 
within and outside that section, the act has been so loaded with special insurance 
operations that are so patently unsound from a market point of view that only 
by large doses of Government support, for which FNMA has had to be the instru- 
ment, have they been made to work at all. As MBA has long recognized, these 
special functions will have to be pared away and FHA restored to the function 
of insuring marketable mortgages, if the continuous pressure for Government 
suprort is to be abated. 

This question may then be raised: If we have a sound mortgage-insurance 
system and a free movement of interest rates, will there be any need for a sec- 
ondary facility? Or, to put it another way, is it not possible that a free interest 
rate is all that is needed to assure a reasonable degree of stability and con- 
tinuity in flow of funds for soundly insured mortgages? There can be no doubt 
that the very severe gyrations of insured and guaranteed mortgage activity, as 
compared with conventional mortgage and other investment activity, have been 
m*inly caused by the interest rate problem. At the sime time it may not be 
justifiable to assume that the elimination of this one problem would result in 
the end of all difficulties affecting the flow of mortgage funds. 

There is, for example, the problem of overcommitment. The confident plan- 
ning of housing operations requires that the availability of the funds necessary 
to finance ‘house sales be firmly determined well in advance. For the institu- 
tions called on to make such commitments, however, there are numerous and 
often unavoidable chances of miscalculation. New savings may not be created 
as fast as anticipated. Repayments may not be made as rapidly as expected. 
In either case, institutions may find themselves with more commitments than 
they can conveniently absorb. A proper secondary facility could help tide over 
such situations by taking up some of the excess. Such action could not only 
encourage a more prompt renewal of the flow of new money than might other- 
wise be the case, but also would lend more confidence and stability to the whole 
vital commitment process. 

There is also the problem of the wide geographic distribution of mortgage 
funds. Many small savings institutions that would be attracted to remote arens 
by a satisfactory yield are unable to invest in this manner because of the diffi- 
culties they encounter in locating the opportunities and in acquiring mortgages 
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at a distance. A proper secondary facility could well serve the purpose of 
assembling mortgages for sale to such institutions. 

Still another problem is that posed by investors, like pension funds, endow- 
ments, and the like, that from time to time may wish to purchase mortgages 
or obligations secured by mortgages, but that do not wish to be committed to 
the mortgage market in the same way as are insUrance companies or savings 
banks. Again, a proper secondary facility could provide a means for pooling 
morte: iges for disposition to such irregular investors. 

There are still more possible purposes that such a facility might fittingly 
serve, such as to smooth out pursely seasonal variations in the inflow of savings 
so as to meet the seasonal requirements of construction, to name but one ex- 
ample. The supply of funds for building purposes and for covering the interval 
between the closing of a loan and the time at which it can be delivered to a 
permanent investor might also be considered in this context. 

All these potential uses of a secondary market facility—to help remedy the 
problems inherent in overcommitment, to assemble mortgages in remote areas, 
to pool mortgages for disposition to irregular investors, and to smooth out purely 
seasonal variations in the inflow of savings—merit the fullest consideration. 
Others, such as whether or not the facility should provide funds through loans 
on mortgages as well as through purchases of mortgages, are matters that need 
to be studied. I should prefer to see these inquiries undertaken by the financial 
fraternity independently of Government. I am sure that among those who par- 
ticipate in the mortgage lending function—the originators, the interim lenders, 
and the permanent investors—there is enough understanding and ingenuity to 
settle the issues of the need for, the most suitable form of, and the appropriate 
functions for, a secondary mortgage market facility. 

To make a positive suggestion, I urge that a group, consisting of representatives 
of the Mortgage Bankers Association, the Life Insurance Association, the Ameri- 
ean Pankers Association, and the Investment Bankers Association, be created 
for the purposes of taking on this job. I would also urge that a group so con- 
stituted dedicate itself to the proposition that the solution should be found with- 
in the resources of our private financial system. In cther words, I urge that the 
private interests involved seek strictly a private answer. 

I do not hesitate to put my proposal as I do because I am convinced that there 
is no other way of reaching a satisfactory answer. Any other point of departure 
involves the financial participation of Government and hence the control of 
policy by political forces. Experience should have taught us by this time that 
this simply means the retracing of old steps and taking additional ones down a 
way that leads inevitably to a Government-operated home mortgage credit system. 

The signposts are quite clear. Again we have only to look at FNMA. In its 
present incarnation, FNMA was launched in 1954 to serve a limited function in 
the private pats gage market under a plan that anticipated ultimate private 
ownership. Each step taken since that time has carried it away from that fune- 
tion and away Stes the prospect of private ownership. 

If we want private institutions, I repeat, we must create them privately. If 
we want a private home mortgage credit system, we shall have to exert ourselves 
to keen it private. The design of an effective secondary market facility is a good 
place to begin. 


Senator SparkKMAN. Now, Mr. Goodyear, will you and your cohorts 
come back, please ? 


STATF MENT OF GEORGE S. GOODYEAR, PRESIDENT; ACCOMPANIED 
BY NELS G. SEVERIN, FIRST VICE PRESIDENT; HERBERT COLTON, 
GENERAL COUNSEL; JOSEPH McGRATH, LEGISLATIVE DIRECTORS; 
AND NATHANIEL ROGG, ECONOMIST, NATIONAL ASSOCIATION OF 
HOME BUILDERS—Resumed 


Senator SparKMAN. Senator Douglas, before I call on you, Senator 
Clark left a list of questions he would like to be put, and if it is all 
right I will put them at this time and then invite you to question him. 

Have you seen this committee staff report entitled “Income and 


Housing”? Have you read it? It was prepared for the purpose of 
showing the need. 
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Mr. Goopyrar. Mr. Chairman, our economist has seen that. 

Senator SparkMAN., Is he here? 

Mr. Goopygar. Yes; he is. 

Senator SpaRKMAN. Will you identify yourself for the record? 

Mr. Roce. Nathaniel Rogg, economist for the National Association 
of Home Builders. 

Senator SparkMAN. Senator Clark wanted this question asked : Do 
you agree with findings on page 5 of the staff study—its summary of 
findings at the bottom of the page? 

Mr. Roce. Senator, this just became available in the last 2 weeks, 
and we have not studied it in detail. 

Senator SparkMAN. I wonder if you would make a mental note of 
that question and give us an answer in the next day or 2 or 3? 

Mr. Roaea. Yes, sir. 

Senator SparKMAN. So that it may be put in the record. 

(The information requested follows :) 


NATIONAL ASSOCIATION OF HOME BUILDERS, 
Washington, D. C., February 13, 1957. 
Hon. JoHN J. SPARKMAN, 
Chairman, Banking and Currency Committee, 
United States Senate, Washington, D.C. 

DEAR SENATOR SPARKMAN: In the course of my testimony before the commit- 
tee on Senate Joint Resolution 38, you asked me, after considering the staf report 
to the Subcommittee on Housing (entitled “Income and Housing’ and dated 
January 24, 1957) to submit for the record answers to six questions propounded 
by Senator Clark. 

In response thereto I am pleased to submit the following: 


I. Do we agree with the findings on page 5 of the staff study? 

The summary of findings on page 5 includes six broad points too sweeping and 
varied in their nature to permit a categorical answer to this question. The 
study consists of (a) the views of about 150 mayors, and (0b) staff comment on 
admittedly “incomplete and inadequate” statistical series. The findings un- 
doubtedly correctly summarize the views of the mayors who answered the ques 
tionnaires circulated by the subcommittee. However, we agree with the staff 
of the committee that the statistical series involved are incomplete and inade 
quate. Therefore we feel the economic data are insufficient to permit an appro 
priate analysis of the relationship between income and housing expense. This 
is recognized in the introduction to the summary which states that the findings 
are based primarily on the results of the mayors’ survey. 

With this reservation our comment follows: 

(a) The finding that serious housing shortages exist in the Nation’s cities. 
This finding, by the use of the same phraseology which on page 1 of the study 
refers to the “serious housing shortage” of 1949, seems to equate today’s housing 
conditions with those of 8 years ago. The term, “serious housing shortage” as 
used to refer to 1949, obviously seems inapplicable today. We recognize (as the 
study states) that the mayors had no standard definition of “housing shortage” 
as a guide. The only external data on the question of housing vacancies do not 
support the conclusion that “a serious housing shortage of an overall nature” 
exists. On the contrary, the Census Bureau’s vacancies surveys show a sub 
stantial improvement in the situation between April 1950 and the end of 1956: 
the percentage of vacancies (excluding dilapidated units and those held off the 
market) rose from 1.6 percent in April 1950 to 2.8 percent in the third quarter of 
1956. This, of course, reflects the high rate of home production since World War 
II which resulted in a net increase of almost 6 million homeowning families in the 
period 1950-56 for a new high total of 26 million homeowning families. This 
brought to approximately 59 percent the number of nonfarm families who own 
their own homes. 

While we feel that this argues against a finding of an overall “serious housing 
shortage” (as our testimony before your committee on February 6, 1957 indi- 
cated) we do not believe that either the national economy or social considerations 
can afford to permit any substantial downturn in home production below current 
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levels. We are disturbed by current financing and other trends, particularly 
if they are to be long continued. (A preliminary Census Bureau release for 
the fourth quarter of 1956 indicates a moderate downturn in vacancies to 2.5 
percent—reflecting, of Course, the downturn in new residential construction 
for the latter part of that year.) 

(b) The finding that lower income families; middle income families; and 
minorily groups; and elderly persons are especially hard hit by these short- 
ages.—Under any monetary market conditions, persons in the groups mentioned 
(with the exception of so-called middle-income families) are, generally speaking, 
below the average in their ability to purchase or rent suitable accommodations. 
‘rhe current shortage of mortgage money (and consequently increased selectivity 
by mortgage lenders) as a result of general ‘“‘tight-money” conditions makes it 
more difficult for any prospective homeowner to purchase a home and, obviously, 
increases the disadvantage of the groups named. 

In our testimony we expressed our conviction that current credit conditions 
are preventing an adequate volume of home production and driving prices higher 
than we would like to see—not only for these groups but for the entire home 
matket. We presented specific revisions we think needed in current legislation. 
We think these would tend to expand production for the groups mentioned. 

The above also covers findings numbered 3 and 4. 


IT, What will be the effect on meeting the needs of the groups listed as especially 
hard hit—low-income families, middle-income families, minority groups, and 
elderly persons—if the present resolution is adopted without amendment? 

In our testimony before the committee we have already expressed the opinion 
that the resolution under consideration, while helpful, is inadequate to meet 
the needs of the housing market generally. We have suggested increase of 

IeNMA’s capital stock authorization by $250 million (in lieu of the $100 million 

carried by the resolution) and, further, immediate amendment to secs. 301 (b) 

and 305 (a) of the National Housing Act to call into play FNMA’s existing 

special assistance function to the extent of an additional $2 billion. 


IIT. Is it possible for FNMA to operate at a profit and still make more money 
available for middie-income families? 


This depends, of Course, on (@) the price at which FNMA obtains its funds, 
as compared to (0) the interest rate obtained by it on loans it makes. In today’s 
current tight money market (and particularly with respect to 44% percent VA 
loans) it is not possible for FNMA to operate at a profit and still make money 
available in any substantial quantity for middle-income families (or for any 
other type of purchaser) except at discounts far beyond the ability of builders 
to absorb. This fact was the basis of the proposals advanced in our testimony. 
In this connection, the attention of the committee is called to the suggestion 
advanced by FNMA for certain tax relief which, as we understand the proposal 
will enable FNMA to operate profitably at a lesser differential between the cost 
of its money and the interest its loans command. 


IV. Is it not true that nearly all of FNMA’s assistance goes to families in the 
upper third of the income scale? 

No data are available on the income levels of the buyers of homes financed by 
mortgages purchased by FNMA. Since FNMA is confined to purchase of FHA 
and VA loans not exceeding $15,000 in original principal amount, it is obvious that 
it is an extremely important support to the lower price ranges of the current 
market. We enclose chart 6 showing “Dependence on FNMA by States.” With- 
out FNMA, the proportion of total home production in the lower priced ranges 
would undoubtedly have been much less during the past year. 

This question implies that FHA and VA financing goes mainly to families in 
the upper third of the income scale. Weagree with your staff that there are many 
difficult problems in attempting to analyze income and housing relationships in 
the absence of sound and reliable data, particularly in the field of income sta- 
tistics. This is especially true in attempting to judge what are essentially local 
markets by national averages, We have consistently supported (before other 
committees of the Congress) proposals for financing improvements in the 
machinery for gathering statistics of this sort. 


V. Can FNMA be utilized to assist middle-income families or is it necessary to 
create a new corporation as proposed this morning by Mr. Krooth? 
In our opinion, given sufficient authority, continuance of FNMA’s operation 
is adequate to assist home production in the moderate priced brackets and is a 
R802 5 7.--~» 
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far more satisfactory device for this purpose than any we have yet heard pro- 

posed. We believe a new corporation to provide for so-called middle-income 

families would be upsetting and harmful to the operation of the mortgage market 
and not be as effective toward the objectives sought as would be utilization of 

FNMA. 

VI. Is it desirable to earmark an additional $300 million for cooperative housing, 
or can middle-income families be assisted just as well without the cooperative 
approach? 

Assuming that ample authority to stabilize the housing market generally is 
provided to FNMA there would seem to be no objection to earmarking some suit- 
able additional sum for cooperative housing. 

Sincerely, 
Gro. S. Goopyear, President. 

Senator SparkMAN. The next question Senator Clark asked is this. 
Senator Clark was here this morning, but he had to go to Pittsburgh. 
What will be the effect on meeting the needs of the groups listed as 
especially hard hit—low-income families, middle-income families, mi- 
nority groups, and elderly persons—if the present resolution is adopt- 
ed without amendment ? 

Mr. Goopyrar. Well, Senator, the low-income group that buy the 
lower cost house I think will still be frozen out of the market because 
builders cannot produce houses and pay the discounts that are being 
charged by the private lenders and also Fannie May. 

Senator Sparkman. I think he may have intended in that ques- 
tion—I am not sure—to get your comment on the need for special as- 
sistance funds, to increase the funds. He did not say, but it is prob- 
able that he was thinking of section 213 for the middle-income group. 
Then he mentions minority groups and elderly persons, and you know 
they are includable, if not pabeiad, under the special assistance pro- 
grams. 

Mr. Goopyrar. There are many areas in the country, especially in 
the South, the Southwest, and the West, where houses are still being 
built and sold for $10,000, $11,000, and $12,000. They are good houses. 
Up until the last 12 months, I would say those houses were being pro- 
duced for the market. 

Those houses are being produced today, but they cannot be sold 
on VA loans because of the high discounts. The builders simply can- 
not pay the discount on a $10,000 house and make a profit, because in 
that low-priced house, of course, there is your lowest profit. And 
that is why we are suggesting that $2 billion be put into special- 
assistance funds to be used in those areas where the mortgages are 
being sold at the highest discounts and where it is economically feasi- 
ble to produce a low-cost house. 

Senator SparKMAN. Well, you mentioned particularly veterans. 
Tet’s think of the other prong, the FHA program. Suppose you 
built that price house. Would you have any difficulty financing it? 
Is it more difficult to find money in the mortgage market for the 
lower cost house that you are talking about than it is for the $15,000 
house ? 

Mr. Goopyrrar. Well, money has increasingly become tighter for 
perhaps three reasons—scarcity of money first. And lenders in a 
tight money market increasingly want a higher priced house. They 
will not lend on a smaller house. They inc reasingly tighten up on 
the credit of the borrower. In other words, they want a man making 
$10,000 a year instead of a man making $4,500. And they tighten 
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CHart 6 
DEPENDENCE ON FNMA BY STATES 
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up on the location, and the property itself. They would rather 
make an $18,000 or $20,000 loan than 2 $10,000 loans. 

So we have a combination of 4 or 5 factors which are playing in 
the market. 
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Now, if you will look at our chart No. 1 attached to our statement, 
7 out of 10 of all houses priced under $15,000 were produced under 
the VA and FHA programs. 

On the first line you will see that 46 percent of the houses were 
produced under conventional loans and 54 percent were produced 
under FHA and VA of all houses built. 

Senator SparKMAN. Here is another question Senator Clark wanted 
to ask: Is it possible for Fannie May to operate at a profit and still 
make more money available for middle-income families ? 

Mr. Goovyrar. I would like to add a little bit to my previous 
statement. 

Senator SparKMAN. That is covered fairly well in your answer a 
few minutes ago—but you want to add to that? 

Mr. Goopyrar. Yes. Not only the private lender is more selective 
but under Fannie May’s present operation they are more selective. 
And they are refusing to buy houses say of 850 square feet because 
they say that it is not as good a loan as a house with 1,200 square 
feet. 

Senator Sparkman. Is it not true that nearly all of Fannie May’s 
assistance goes to families in the upper third of the income scale ? 

Mr. Goopyrar. Well, no, sir, because you will see that in the upper 
third most of that is conventional financing. That is, in the $16,000 and 
up house. 

On the chart over here, under $15,000 you will see that 70 percent of 
the houses built were under $15,000. I do not have the figures on just 
the average size mortgage that Fannie May buys. 

Senator SparkMan. $10,649, if I remember correctly. That is, in 
the secondary market operations, not the special assistance. 

Mr. Goopyrar. Well, that is—— 

Senator SparkMAN. Mr. Goodyear, it is entirely possible that Sena- 
tor Clark intended there to say FHA rather than Fannie May. I do 
not know what his intention was. Because, of course, as you correctly 
point out, Fannie May’s operations are in the VA and FHA field 
rather than in the conventional field. 

Mr. Goopyrar. That is right. They do no conventional lending, of 
course. That is one reason—— 

Senator SparKMAN. Let me say this: I will give you these questions 
in full if you want to. 

Mr. Goopyear. I would like to have them. 

Senator SparkMAN. You might want to give us a statement or let- 
ter later, relating to all of them. 

Mr. Goopyear. All right. 

Senator SparkMAN. Here is the next question: Can Fannie May be 
utilized to assist middle-income families or is it necessary to create a 
new corporation as proposed this morning by Mr. Krooth? 

I guess you were not here this morning, but he did propose the estab- 
lishment of a central mortgage company. 

Mr. Goopyrar. Well, you have an instrumentality existing in Fannie 
May. They have their outlets, they have the staff, and they have the 
know-how. And I am quite sure that Fannie May under special-assist- 
ance functions could do a job. 

As I stated before, we think that $2 billion should be put into the 
special-assistance fund because under special assistance they are lim- 
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ited by law to the purchase price of 99 percent plus such other fees. 
And under the special-assistance function they would not have to look 
at the marketability of the property so much as they do under the 
secondary-market operations. They would be able to buy smaller 
houses than they are buying currently under the secondary-market 
operation. They would probably not have to look at the credit quite so 
intensively as they do under the secondary-market operation. 

And, also, the important thing is that this organization is function- 
ing now and could begin working tomorrow, where if you had to set 
up a new corporation I do not know how long it would take. That is 
the important thing—that you can get going tomorrow. 

Senator SparKMAN. Here is his last question: Is it desirable to ear- 
mark an additional $300 million for cooperative housing, or can mid- 
dle-income families be assisted just as well without the cooperative 
approach 4 

Mr. Goopyrar. Yes, they can. 

Senator SparKMAN. Of course, you realize that the cooperative 
housing that he refers to is under section 213 and is a special assist- 
ance program. 

Mr. Goopyrar. That is under special assistance. There is a great 
(leal of interest in cooperative housing, but we feel the needs of the mid- 
dle-income group can be effectively met in most areas of the country by 
the special assistance function that I mentioned. 

Senator SparkMawn. I will hand you these questions, and if you wish 
to elaborate we will be glad to have it. 

Now, Senator Douglas. 

Senator Dovenas. You are proposing that $2 billion be made avail- 
able for so-called special assistance progr: ams 

Mr. Goopyrar. For the purchase of FHA section 203 and VA section 
501 loans, yes, sir. 

Senator Doveias. What groups would be eligible for these special 
assistance programs in your proposal ? 

Mr. Goopyrar. All groups. 

Senator Dovetas. All groups? It would not be designed for coop- 
eratives ? 

Mr. Goopyrar. No, sir, not in the $2 billion that we are requesting. 
There is a special fund in special assistance for cooperatives. 

Senator Doueias. You mean now? But you are not proposing any 
additional sums ? 

Mr. Goopyrar. Not at this time. 

Senator Dovenas. How would your special assistance groups differ 
from your ordinary groups? 

Mr. Goopyrar. Well, you have 3 or 4 groups set up in the special 
assistance function. 

Senator Doveias. You mean now? 

Mr. Goopygar. Yes, sir. We are just suggesting the addition of 
another group. 

Senator Doveras. And $2 billion for that? 

Mr. Goopyrar. Yes, sir. 

Senator Dovenas. What is this other group? I am not quite clear 
what that other group is. 

Mr. Goopyear. Well, the other group is for the purchase of FHA 
section 203 and VA section 501 mortgages. That is single-family or 
1- to 4-family housing, but primarily single-family housing. 
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Senator Doverias. Without regard to the occupants? 

Mr. Goopyrar. That is correct. 

Senator Dovetas. Where would you get the money for this $2 
billion ? 

Mr. Goopyrar. It would have to be paid in to Fannie May by the 
Treasury. 

Senator Dovatas. Does this not amount to direct Government lend- 
ing then? 

Mr. Goopygar. No, sir, I do not think so. 

Senator Doveias. Well, why not? 

Mr. Goopyrar. For some 15 years, ever since Fannie May operations 
were begun in the late 1930’s, the Treasury supplied Fannie May with 
the funds it used to purchase mortgages. That operation was never 
regarded as a direct loan operation but, rather, as part of a mortgage- 
financing system in a somewhat comparable manner to what the Fed- 
eral Reserve System uses for commercial credit. 

Senator Doveras. I see you anticipated this question was going to 
be asked because you are apparently reading from a m: inuscript. 

Mr. Goopyear. Well, I am not a horseback rider, Senator. 

Senator Dovetas. Go ahead. I congratulate your staff on the ade- 
quacy of their preparation. 

Mr. Goopyrar. Thank you. I am not an expert so I have to be-—— 

Senator Doueias. That is all right. 

Mr. Goopyear. The special assistance function which exists today 
is exactly the same as the Fannie May operation prior to the Housing 
Act of 1954, and we believe that conditions in the mortgage market 
today certainly fit in that description. 

Direct loans in the sums here involved would involve completely 
different considerations from the direct loan program which VA has 
administered for the past several years. That program is designed 
to meet the needs of individual veterans building for their own ac- 
count and is not designed to cope with the problems of supplying mort- 
gage financing to the building industry. 

Senator Dovetas. Well, now, wait a minute. The Government bor- 
rows the money presumably on short time at, let us say, an effective 
interest rate or yield of 31/ percent, something like that. Then it 
turns this money over to F: annie May. Is that not true? 

Mr. Goopyrar. Yes. 

Senator Dovertas. What interest rate do you want Fannie May to 
charge? 

Mr. Goopyrar. Well, Fannie May would pay the interest rate that 
it is allowed by law. Under FHA it would be 5 percent at the present 
time, and 414 percent on Vz A loans. 

Senator Doveras. What is your stand on the interest rate on VA? 
You want that to go up to 5 percent? 

Mr. Goopyear. We think you cannot have the 2 programs operat- 
ing at 2 rates of interest. 

Senator Dovucias. You say they should be 5 percent? 

Mr. Goopyrar. Yes. 

Senator Doveras. Well, is this not quite a spread from 314 percent / 

Mr. Goopyrar. Well, Fannie May has to pay someone to service the 
mortgages in the field, which is a half a point, which brings it down 
to 1. And they have an internal operation which probably costs 
them three-quarters to 1 percent. 
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Senator Doverias. As much as that? Are administrative costs 114 
percent ¢ 

Mr. Goopyrar. Yes, sir. It is a half a percent in the field to the 
person servicing the loan, and their internal servicing I imagine is 
figured at about three-quarters to 1 percent. 

Senator Doueias. All right. That makes 414 percent then. But 
where is the 5 percent ? 

Mr. Goopyrar. Well, they pay a little bit of dividend on their 
operation today. 

Senator Dove tas. To whom does the dividend go? We had testi- 
mony this morning that the vast proportion of the investment in 
Fannie May is by the Government, that the private investment 
amounts to only $16 million. And if you speak in terms of preferred 
stock, the Government has $93 million. So the Government has six- 
sevenths of the investment. If it puts in another $100 million, it 
will have thirteen-fourteenths of the investment. 

Should the Government make a profit with itself? I think there 
are no private investors on special assistance. That is entirely a 
Government affair. 

Mr. Goopyrar. That is the way it is presently set up, Senator. 

Senator Dovetas. Why should not the Government make this avail- 
able at least at cost instead of having a bookkeeping profit on its own 
transactions ¢ 

Mr. GoopyrarR. Well, that is the way it is presently set up. It is 
constituted in the 1954 act. 

Senator Doveras. I know, but we are the Congress of the United 
States. The Congress of the United States makes the policy in these 
matters, and we have a right to change the policy of 1954. 

Mr. GoopyeaR. Senator, under the special assistance function 
Fannie May does not charge the high discount fees and the marketing 
fees that are charged in the secondary market operation. By law 
they are limited to the purchase price of 99 percent, with certain 
special fees they might charge for commitment purposes. 

Under the secondary market operation, Fannie May pays to the 
Treasury preferred dividends on their stock plus income taxes to the 
Federal Government. 

Senator Dovetas. Well, yes. You propose $2 billion of special- 
assistance money which is financed exclusively by the Treasury. My 
point is: Why should that not be loaned out at cost? T will not go 
into the question of whether it should be loaned out at less than cost, 
but why should it be loaned out at more than cost? 

Mr. GoopygEar. I would say that is up to the Congress to decide, 
Senator. I am not an expert, but if the Congress wanted to loan the 
money out at cost I think that they could write it into the act. 

Senator Doveras. What about the question of Negro housing? 
The testimony that I get is that it is very difficult for a Negro with a 
good job and with a decent income and a good reputation and, there- 
fore, presumably a good credit risk, to purchase a house and get an 
FHA guaranty on that. Is that true, really? 

Mr. Goopyear. It is hard for them to get either an FHA or VA 
guaranty, and that is due primarily at the present time to the insist- 
ence of the lender upon first-class property, larger loans, higher credit 

requirements. And in a tight money market the less desirable loan 
disappears fast. 
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Our home builders have attempted and can build housing for minor- 
ity groups if we can obtain the money. We think that under special 
assistance we can do that. : 

Senator Dovetas. You have not done it thus far. 

Mr. Goopyear. We have done some of it, Senator. 

Senator Dovetas. Not much. 

Mr. Goopyrar. Well, we have made a start. Because we have been 
operating in a mortgage market where, since we have started our 
minority housing programs, we have had to operate at a high cost of 
mortgage money. The loan for the minor ity groups has always been 
at a very high discount even when money was free. 

Senator Doveas. Even where the borrower has a good job, a good 
income, and belongs to a church, has a good reputation, and so on, he 
is still behind the eight ball when he tries to borrow in order to buy a 
home ¢ 

Mr. Goopyrar. Unfortunately that is true. 

Senator Doveras. Do you not think that Congress should do some- 
thing about that ? 

Mr. Goopyrar. Yes;I think youshould. That is why we are asking 
for special assistance. 

Senator Doveias. Yes; but you are simply proposing that more of 
the same be produced. The question I am raising is whether special 
attention should not be paid to this group and, if additional credits 
are allowed, that they be channeled into those classes which need the 
housing the most and whose personal security is still good. 

Mr. GoopyE: sr. That might very well be. 

Senator Dovaras. So you would not be opposed to earmarking some 
of these funds if we grant you more funds? You would not ‘be op- 
posed to earmarking some of these funds for minority housing? 

Mr. Goopyrar. Absolutely not. 

Senator Dovenas. Would you oppose earmarking some of the funds 
for pregeent ive housing? 

Mr. Goopyrar. In this specific instance we are asking for the $2 bil- 
lion for this particular type of housing. There isa proposal, I under- 
stand, before the Congress to appropriate additional funds for cooper- 
ative housing. 

Senator Doueias. Would you be opposed to earmarking some of the 
additional money, special-assistance money, if that is provided, for 
cooperative housing ? 

Mr. Goopyrar. Not if there is enough left. 

Senator Dovuaias. That to be in addition to the $2 billion? I thought 
it might come out of your $2 billion. 

Mr. Goopyrar. We feel the particular market we are talking about 
needs the money very badly. 

Senator SPARKMAN. By the way, I wonder if I might suggest that 
it might serve a purpose in the record at this point to note that coop- 
erative housing under section 213 and minority housing as well as 
several other categories are provided for as special-assistance housing 
in the act. 

Senator Doucias. That is right. 

Senator SparKMAN. Some of it is left to the discretion of the Pres- 
ident, and he has never made it applicable to housing for minority 
groups. 

Senator Douveias. He has the authority to. 
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Senator SPARKMAN. So it is in the law if he would exercise it. 

Senator Doueias. Yes. Of course, it would be interesting to know 
whether the Housing and Home Finance Agency has recommended 
that to him. I cannot believe that the President is so hardhearted 
that he would not allocate the money if he got a recommendation 
from the agencies in charge of the matter. 

You are very persuasive with the Housing and Home Finance 
Agency. It is sometimes said you people run the Housing and Home 
Finance Agency. 

Mr. Goopyear. I do not think 

Senator Doueias. Why do you not use your powers of persuasion 
to get the Housing and Home Finance Agency to see that some of 
this special- assistance money is specific ally allocated for minority 
housing ? 

Mr. Goopyrar. Mr. Douglas, I think the compliment is really not 
warranted, but we have asked them for specit al-assistance funds. 

Senator Doueias. For minority groups? 

Mr. Goopyear. Yes, sir. 

Senator Dovenas. Well, I can compliment you, and I am surprised 
that the Housing and Home Finance Agency did not obey. 

Senator Sparkman. If I may continue further on this minority 
housing, that has been one of our problems for a long time, has it 
not ¢ 

Mr. Goopyear. Yes, it has. 

Senator SpARKMAN. I know I have had many builders down in my 
part of the country, and I am sure that it is true in your section and 
all throughout the South, who have wanted to build and many of them 
have succeeded in building housing primarily for minority groups, 
but they have been held back because of the inability to get the fi- 
nancing. If it had not been for a few Southern insurance companies 
we never would have financed them. Is that not true? 

Mr. Goopyrar. Yes, that is true, Senator. I might point out that 
we do not have the problem of securing land in the South for minority 
housing that they have in other areas of the country 

Senator SPARKMAN. Yes. But has it not been true that it has been 
virtually impossible to get the loans out of the big northern insurance 
companies and investment houses and we have had to rely on the 
inadequate facilities of Southern insurance companies / 

Mr. Goopyrar. That is correct. That and Fannie May. And it 
is almost impossible to sell them to Fannie May. 

Senator SparKMAN. Do you not believe the President could render 
a real service—and I will couple with it the Housing and Home Fi- 
nance Agency—if he would direct a special assistance program, as he 
has the _ r to do, for minority housing ? 

Mr. Goopyrar. Yes, and I am sure you would find some houses 
being built for minority groups. 

Senator Sparkman. I want to ask you about this question: When 
you were showing us chart No. 5—you need not refer to it now if you 
remember it—you ad libbed a little bit, I think, and you said that 
those — ounts were not passed on to the buyer of the property. 

Mr. Goopyrar. Yes, sir. 

Senator Sparkman. We had a witness this morning—I am not 
sure whether either one of you vine gentlemen was in here or not—— 

Mr. Goopyrar. We read the testimony. 
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Senator SparKMaN. He said this, and let me quote: 


There can be no mistake about who must pay for all these costs. It is, of 
course, the ultimate consumer who bears the additional financial burden since 
neither the original lender who sells the mortgage to Fannie May nor the builder 
will engage in these transactions unless someone else, namely, the home buyer, 
will meet these additional costs. The net effect is to force up the cost of housing 
and push the average family out of the housing market altogether or to make 
it shoulder a financial burden far heavier than it can afford. 

Senator Douglas put the question to Mr. Clarke who was testifying 

. Sd r 
while you were here. You heard him say on these discounts ‘that 
either the builder had to pass it on to the purchaser or had to build 
it out of the house. 

I think there might be one other alternative—that the builder could 
absorb it at the expense of going broke. 

Would you not think that, as a matter of fact, all three of these 
perhaps may play a part? 

Mr. Goopyear. I do not see how under 

Senator Sparkman. Let me put it another way. Is it possible for 
the builder to build houses and continue to absorb as big a discount 
as is given in many areas of the United States today ? 

Mr. Goopyrar. It is absolutely impossible, and I would like to call 
to your attention that in the Wall Street Journal today it states 
“Business failures up.” And we have not had an opportunity to 
verify the figures. However, this usually very reliable paper says: 





Failures in business during 1956 climbed to 12,686, a gain of 16 percent from 
the 1955 total and the highest since prewar 1940. The largest percentage in- 
crease over a year ago was reported in the construction industry, which was 
up 31 percent. 

How much of that was in the home-building field I do not know, 
but I think it is indicative of some trend. 

Senator SparkMAn. I might suggest to Senator Douglas that the 
Wall Street Journal has joined the ranks of the “prophets of gloom 
and doom,” apparently, carrying this on the front page. 

Mr. Goopyrar. May I ask that Mr. Severin, our first vice president, 
may like to say something on this subject ? 

Mr. Severin. I represent the western part of the United States, 
and I can tell you for a certainty that it would be a rare case indeed 
if a builder ever found it possible to secure a certificate of reasonable 
value from the Veterans’ Administration which would include any 
portion of the discount that he is presently obliged to assume in selling 
loans not only to Fannie May but to other investors as well. It is a 
common practice for the builder to absorb these, and I cannot see how 
he can long continue to do it. 

Senator SpaRKMAN. I think I follow you all right in the absorption 
on that individual house, but what is he going to do when he builds 
the next house ? 

Mr. Severin. I think he is a foolish man indeed if he starts to build 
another house today in view of the precarious situation he finds him- 
self in in getting GI money or FHA money. 

Senator SparKMAN. In other words, you think there is good reason 
for housing starts to be down? 

Mr. SEVERIN. Oh, no question about it. 

Senator Sparkman. Are they going down further? 
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Mr. Severtn. Well, I know that it cannot fail to do otherwise so 
far as the program for FHA and GI financing is concerned. It is 
possible that conventional financing through savings and loan asso- 
ciations might support a relatively stable conventionally financed 
house at higher prices than that supported by the charts that. we have 
here, but that is not meeting the market for the middle- and low-income 
group beyond the one, of course, that Mr. Neel touched on—that when 
a family moves from an older house into a conventionally financed, 
higher priced house, it makes the other one available, but he may not 
buy it today on GI or FHA terms because of the lack of money. I 
mean the older house. 

Senator SparkMAN. Do you gentlemen think that Fannie May 
should simply go along with the market, compete with the private 
market ? 

Mr. Goopyear. Senator, we think that Fannie May also sets the 
price for the private market. The private market follows Fannie 
May’s price pretty closely. 

Senator SparkMAN. Let me be sure to get that straight. Instead 
of Fannie May following, it leads? Is that right? 

Mr. GoopyEar. Well, it is the only thing it can do. However, they 
sure are way behind on their lead. 

Senator Sparkman. It looks to me like they are out in front going 
down. 

Mr. GoopyEar. Well,—— 

Senator SparkMAN, [ noticed in your statement, Mr. Goodyear, you 
said as the private market for home mortgages has plummeted during 
the past year that Fannie May’s secondary-market operation has 
performed yeoman service in preventing complete choas. 

I will say to you fr: — one criticism I have had of Fannie May. 
It may be unjustified. I do not know. But I would like to find out. ‘I 
have felt that Fannie May exercised very little holdback influence and, 
in fact, at times I have felt that Fannie May was leading the way down 
instead of trying to hold it back. 

Mr. GoopyEar. Senator, they only had so much money to do business 
on, and as their sales increased it was necessary that they set up some 
kind of deterrents in order to pace that money out until they got 
another authorization. So the first thing they did was say that they 
would not buy a mortgage over 4 months old. Then next they raised 
the stock-purchase requirement. Then next they cut the price. In 
addition to that they have been highly selective on their credits, highly 
selective on the properties. Those have all been done in order to 
spread the money out until they were able to get additional authoriza- 
tion. That is why we are asking for more. Because we feel 

Senator SparkMAN, Every time they put one of those restrictions on, 
what did it do to the price ? 

Mr. Goopyear. Dropped the price in the private market. 

Senator SparkMAN. Yes, dropped it more and more; did they not? 

Mr. Goopyear. The thing is that loans over $15,000, which Fannie 
May cannot buy, are at the mercy of the open market, and they sell 
for less than Fannie May is paying for them. 

Senator SPARKMAN. You mean in the conventional market ? 

Mr. Goopyear. In the loans over $15,000. Fannie May is restricted 
to anything under $15,000. So a $16,000 VA loan is probably selling 
for 2 to} points less than the Fannie May price on a $15,000 loan. 
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Senator Sparkman. Do you believe the $15,000 limit should be 
raised or lowered ? 

Mr. Goopyrar. We believe it should be raised in the secondary 
market operation because it would give a better balance to the market. 
And if FHA will insure a loan for $20,000 and the VA the same, we 
feel that it would stabilize the entire market. 

Senator Sparkman. I noticed your recommendation on the special- 
assistance fund. You say that the function is to be used when and to 
the extent that the President determines it to be in the public interest. 
I just wonder if you think that it would be used. What do you think 
the attitude of the Federal Reserve would be on that ? 

Mr. Goopyear. I noticed in the news last night that Mr. Martin 
testified yesterday that he thought there were certain segments of 
the economy that perhaps should be removed from credit control. 
I assume he was talking about the home-building industry. It is the 
only one under control. 

Senator SparKMAN. I have heard Mr. Martin say privately that 
he recognized the heavy impact that this had on the home-building 
industry, on housing generally. But I think we could show you 
ample testimony before this committee back over the years to ‘the 
extent that the Federal Reserve Board thinks of housing as being— 
what was it /—disposable ? 

Mr. Goopyear. Postponi able. 

Senator SparKMAN. Postponable. 

Mr. Goopyrar. But I do not think that housing is any more post- 
ponable than bread or clothes. 

Senator Sparkman. The President has not used all of the power he 
has now under the special assistance program. 

Mr. Goopyrar. He has very little money left. It is something 
around thirty-some million. 

Senator SPARKMAN. Oh. 

Mr. Goopyrar. On free funds I think. 

Senator SPARKMAN. In one particular program 4 

Mr. Goopygar. Yes, sir. 

Senator SparKMAN. But there are several of those programs, and | 
think we saw this morning that he had $700 million, was it not, in all 
of it? The power that he has as contrasted with the extent to which 
it has been used. 

There may be good reason for that. I am not saying that in any 
critical sense. But I am just pointing out that Congress has given 
him authority, and the total comes to $950 million including that $400 
million private fund that we antic ipated or that we were told would 
be put in the pot. Yet he has used very little of it. 

Mr. GeopyEar. Well, Senator, are not all of those funds in the spe- 
cial assistance earmarked except $20 million which he has of free 
money ¢ 

Senator SparKMAN. That is correct. But they are special assist- 
ance Penarein 

Mr. Goopyear. Yes, sir. 

Senator SpaRKMAN. For instance, I mentioned a while ago minority 
groups. He does have the power to establish special assistance pro- 
ams there and he has not done it. 

Mr. Goopyrar. About the only thing he could do is do something 
with the $20 million, is it not? 


gr 
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Senator Sparkman. What is it? 

Mr. Goopyrar. He could only use that $20 million that is free for 
minority housing. 

Senator SparKMAN. Well, let’s put it the other way. He could use 
that $20 million. 

Mr. GoopyEar. Yes. 

Senator Sparkman. And he has other funds that can be reallocated. 
There is a power of transfer or reallocation. I am not saying these 
things critically. I do not know. We have not had it explained. 
Probably sometime during the spring when the Housing and Home 
Finance Agency is here we will ask for an explanation as to why these 
have not been used. There may be good reasons. 

I am simply saying if he has not used one portion of the fund, what 
reason would we have to believe that he would use another, ps articularly 
when the attitude of the Federal Reserve Board is that housing is a 
postponable activity or a postponable commodity ? 

Mr. Goopyrar. W ell, Mr. Sparkman, we have asked for this $2 
billion to be put into Fannie May and for the Congress to declare 
that there is an emergency. 

Senator SparkMAN. Well, now, you may amend your statement to 
that, but that is not what you said in your statement. You said this 
function is to be used when and to the extent the President determines 
it to be in the public interest. 

Mr. Goopyrar. That is what the law now says, and we ask for it to 
be changed. 

Senator SpaRKMAN. I thought you said—— 

Mr. Goopyear. On page 9, the third paragraph. 

Senator Sparkman. Oh, I beg your pardon. I thought that was 
your recommendation there that it be subject to a Presidential 
determination. 

Mr. Goopyrar. No, sir. 

Senator SparKMAN. I see. You point out that that is the law now 
but you think the time is here and that Congress ought to declare it ? 

Mr. Goopyear. Yes, sir. 

Senator Sparkman. I am glad you set me straight on that because 
I thought you had recommended the other. 

[ could ask you a lot of questions, but the thing we are primarily 
concerned with right now is Fannie May. You do go along with 
the idea of giving Fannie May additional lending funds. By the 
way, you said something about this being only enough to run for about 
7months. I may be wrong in my understanding, but my understand- 
ing was that they were asking this only for the rest of this fiscal year 
and that they do propose before the fiscal year is out to come in and 
ask for whi atever they may recommend for the next fiscal year. That 
is my understanding. 

Perhaps I am wrong. 

Mr. Goopyear. What they have done is split up the backstop 
authority in the 2 fiscal years 

Senator Sparkman. They ‘tell me I am wrong. I certainly would 
agree with you that the amount they are asking for would not be 
sufficient—that is, unless we get out of this tailspin that we are in now. 

Mr. Goopyrar. I do not think that there are sufficient signs on the 
horizon for us to gamble on that. We think that the situation is 
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serious enough that it should be acted upon and not depend on the 
signs, because the signs today can be mistaken. 

Senator SparKMAN. Have you had any reports from people in your 
industry as to the need of making a more or less technical change— 
well, I do not suppose I wouid say “technical” because at least the 
legal authorities have construed it to be substantive—in providing a 
larger amount in high-cost areas for sections 220 and 221 housing ? 

Mr. Goopyrar. That is, of course, in the special assistance, and there 
isa technical change that we have suggested. 

Senator Sparkman. I do not believe you understand. <A couple of 
days ago Senator Capehart and I introduced at the request of the 
Housing Agency a proposed amendment with reference to the urban 
renewal programs that would provide for what we thought could be 
done administratively but which they decided did require legislation. 
If you are not familiar with it, let me suggest that you check that item 
and give us an answer. 

Mr. Goopyrar. We would be glad to. 

Senator SparkMAN. The reason I ask it is that it is my thought 
that we will tack it onto this bill. 

Mr. McGraru. My name is Joseph McGrath, legislative director for 
the NAHB. A letter is in the mail to you and should be received 
in your office today submitting our support for that proposal and 
suggesting that we also support a similar amendment for section 207. 
We have also sent the letter to Senator Capehart and Senator Ives. 

Senator SparKMAN. Very good. We will place it in the record then, 
and you need not answer. 

Any other questions ? 

Thank you very much, gentlemen. We appreciate your presenta- 
tion. It will be very helpful to us. 

Mr. Goopyrar. Thank you. 

Senator Sparkman. Mr. Frank P. Flynn. 

All right. You go right ahead. We are glad to have you. 

You are cochairman of the legislative committee of the Prefabri- 
cated Home Manufacturers’ Institute? 


STATEMENT OF FRANK P. FLYNN, JR., COCHAIRMAN, LEGISLATIVE 
COMMITTEE; ACCOMPANIED BY CONRAD P. HARNESS, EXECU- 
TIVE VICE PRESIDENT, PREFABRICATED HOME MANUFAC- 
TURERS’ INSTITUTE 


Mr. Fiynn. Yes, Senator Sparkman. We appreciate the opportu- 
nity of appearing before your committee. With me is Pat Harness, 
executive vice president of the institute. 

Senator SparKMAN. Where is the institute located ? 

Mr. Friynn. In the Barr Building here in Washington. 

Senator SparkMAN. Here in Washington ? 

Mr. Friynn. Yes. 

Senator SparkMAN. Do you represent all prefabricated home man- 
ufacturers ¢ 

Mr. Fiynn. The majority, Senator. We have 60 members in the 
institute which constitutes a majority of the manufacturers who are 
engaged in the production of prefabricated homes. 
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Senator SparkKMAN. You yourself are connected with the National 
Homes Acceptance Corp. Is that the financing part of the National 
Homes Corp ? 

Mr. Fiynn. I am executive vice president. It is the financing sub- 
sidiary of National Homes Corp. 

Senator SparkMAN. All right. You go right ahead, sir. 

Mr. Fiynn. Our institute is composed of companies which produce 
the great bulk of prefabricated homes in the United States. We are 
viti uliy concerned with the operation of the Federal National Mort- 
gage Association and the Government’s insured and guaranteed loan 
program because the major portion of our production is in the low and 
medium price house field. Consequently, a large percentage of our 
houses are financed by means of FHA insured or VA guaranteed 
loans. In the first 7 months of 1956 nearly 55 percent of the produc- 
tion of prefabricated homes went to veteran buyers under the VA 
program, with an additional 24 percent financed by FHA insured 
loans. 

The shortage of such loans during most of 1956, and the complete 
lack of such loans at present and in the foreseeable future, is having 
serious effects on not only our industry, but the entire home building 
industry. At present, to our knowledge, there is absolutely no pos- 
sibility of obtaining commitments for “future delivery of VA guar- 
anteed loans and pr ractically none for FHA insured loans. The fact 
that Fannie May is acquiring insured loans at the rate of $30 million 
average per week the past 2 weeks at a price of 9214, indicates there 
is no money available from other sources for investment in these loans. 

It is interesting to observe that at this price, a 444 percent VA loan 
guaranteed by the United States Government offers a yield to investors 
of 5.18 percent if carried to maturity, or 5.45 percent if the life of the 
loan is figured on the basis of an estimated life of 12 years. This is 
the realistic, going rate and yield for a Government guaranteed 
obligation at the present time. 

Of equal concern, however, is the fact that as soon as Fannie May 
exhausts its funds, which at the present rate will be approximately the 
first week in March, it will cease to function as a peg on insured 
mortgage prices and the vast volume of loans in process and in ware- 
housed status will depress the price to a point where the loss suffered 
by the holders through forced liquidation will present serious nation- 
wide repercussions. 

The mortgage company which I head has originated and sold to 
investors over $300 million of insured or guaranteed mortgages in 
the past 10 years and, at present, is servicing over $250 million in 
loans for many of the largest and finest lending institutions in the 
country. Our industry, therefore, has demonstrated an ability to 
find mortgage funds when they are available at all, and we feel that 
we are qualified to express an opinion on this crisis which exists in 
FHA and VA housing today 

If it is the decision of this subcommittee that steps be taken to 
relieve the situation as far as the insured or guaranteed housing pro- 
gram is affected, we urged that such action “be given a priority. 

I wish to emphasize the need for speed in this matter. T raditionally, 
builders use the winter months to arrange financing and other needs 
for their spring building programs. The tight money policy has 
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played havoc with any planning as no money has been available. 1 
predict starts will stay at present low levels until money loosens up. 
The end result will be fewer starts, unemployment in the building 
trades and lack of housing for low and middle income families. 

We feel that in the present emergency it is imperative that Fannie 
May be furnished additional funds before March 1 with which to 
continue purchases of VA and FHA mortgages; otherwise we predict 
the low-cost and middle-income housing program will come to a 
complete halt since no other market for the loans now exists in any 
quantity. 

Since Fannie May appears to be the only answer to the present mort- 
gage money crisis, we respect fully rec ‘ommend and urge that emergency 
legisl: ation be enacted immediately containing the following provi- 
sions: 

1. Increase Fannie May ability to pure ‘hase mortgages by increasing 
the investment by the United States Treasury in preferred stock to 
$250 million. 

Authorize the Treasury to invest up to $2,500 million in Fannie 
May debt obligations. 

areeye the investment of $1 billion of national service life 
ragtitc in Fannie May debt obligations with provisions that such funds 
be restricted to investment in VA mortgages. 

4, Remove requirement that Fannie May purchase loans “within 
the range of market.” Since there appears to be no market other 
than Fannie May, such a requirement is impossible to interpret. 
Prices for loans should be as near par as possible if Fannie May is to 
effectively serve its purpose. 

This matter of paying par is predicated on two assumptions: One, 
that the VA interest rate is increased to 5 percent; and, until such 
time, that the money be provided by the Treasury, rather than by 
the sale of debt obligations to the general public. 

5. Require a minimum stock subscription of 2 percent by sellers of 
mortgages to Fannie May in order to accomplish the conversion of 
Fannie May to private ownership as soon as possible. 

6. Permit Fannie May to issue commitments to purchase loans, said 
commitment to be good for a period of 12 months. Purchase price 
would be the same as immediate purchase price but a commitment 
fee of 1 percent would be charged which is nonrefundable, and on 
any loans purchased under commitment the stock subscription would 
be 3 percent rather than 2 percent. The latter two provisions would 
discourage reliance on Fannie May when private investors were in the 
market and would help to increase subscription to common stock 
which is desirable. 

Increase authorization of funds under the special assistance pro- 
gram since the present funds for military housing are woefully 
inadequate. Also, since it is virtually impossible to obtain interim 
construction financing for military housing, permit Fannie May to 
provide the construc tion fins incing as well as the permanent mortgage, 
since it appears likely Fannie May will be the only buyer of “such 
mortgages. 

These suggested changes in Fannie May will divert funds into home 
mortgages without upsetting the tight-money policy, which its pro- 
ponents declare necessary to combat inflation. Many private investors 
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who will not purchase mortgages for many reasons would buy the 
debt obligations of Fannie May. Pension funds, particularly of those 
who are unwilling to purchase mortgages because of servicing prob- 
lems, and so forth, would be interested in obligations of Fannie May. 
Consequently, without ine reasing the overall supply of money in the 
economy, a larger proportion of funds would be diverted to real-estate 
mortgages. 

Fannie May would not be competing with private investors be- 
cause no one would do business with Fannie May if they could sell 
loans to private investors, because there are many disadvantages and 
no particular advantages in so doing. 

We realize this is a heari ing on an emergency measure, but we feel 
that, at the same time, steps should be taken to provide a solution to 
our long-term problem in the housing field and we feel that Fannie 
May isan ideal instrumentality to do so. 

We appreciate very much the opportunity of presenting this state- 
ment and would be happy to answer any questions. 

Senator SparkMAN. Thank you, Mr. Flynn. I will ask very few. 

I notice one of your recommendations says: 

Increase authorization of funds under the special-assistance program. 


Now, of course, we have poem different special-assistance pro- 
grams, individual programs, but the only one you refer to is military 
housing. I assume you refer to housing built under section 803 and a 
limited amount under section 809? There was $200 million made 
available for that, and there is still $151 million of it left. 

Mr. Fiynn. We have found out, I believe, why, Senator. It is 
impossible to get any construction or interim financing, and we found 
out at the Bureau of the Budget that, apparently since those $200 
million are budget, that there is an inclination to be disinclined to pro- 
vide construction financing or anything that would help to expedite 
the use of that $200 million. 

Frankly, at the present time, contract after contract that is awarded 
is going begging because of the fact that the interim financing is not 
available, 

Senator SparKMAN. I notice your recommendation on that. Let us 
see why should it not be available. After all, the loan is on a 4- 
percent basis, and if there is any housing program, in the whole field, 
that is guaranteed by the Government, it is this housing. In fact, I 
think it guarantees it three times; it insures it under the regular FHA 
Insurance, it guarantees it with a Government underwriting, and then 
it pledges the rental allowances. 

Mr. Fiynn. It is the most graphic illustration of the lack of money 
on the horizon today. First of all, it is a commercial bank function. 
The pension funds and trust. funds have to keep their money invested. 
Consequently, they do not have the cash. The commercial banks are 
in a position where they have no money to loan; they are having 
trouble taking care of their own customers. There is a particular 
project out in Senator Capehart’s and my State that one of the bidders 
agreed to pay, in the form of a service charge, a charge that would 
yield the lender 7 percent on the money , plus half the profits, if he 
would enter into a joint venture, and was unable to get the interim 
financing. That is a project that is broken up, frankly, into four 
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segments in order to try to make it easier to get the interim financing, 
but it still 

Senator Sparkman. I have heard of some project being treated just 
that way in order to get the construction financing. 

Mr. Fiynn. But in that case it was just as difficult. The largest 
was $3.9 million. But it was impossible to get that money. There 
was a Washington bank which, through its trust department, was 

making funds available, but that was speedily used up. 

We, for example, my own company, have three projects in New 
England, now that we are unable to obtain the interim financing on, 
frankly, under our regular bank line. We are going to be able to 
handle it, but the builder in none of the three instances was able to 
obtain the interim financing, nor were we able to obtain it. And we 
deal and have our regular line of credit, $35 million, with a group 
of the largest banks in the country, so I am sure if the money was 
available we would be able to obtain it. 

Senator SparkMAN. You do feel that we ought to give this, at least, 
the additional money, to Fannie May, but you think these other amend- 
ments should be added ? 

Mr. Fiynn. Naturally, I realize the problem, the budgetary prob- 
lem, and so forth. But I think the suggested amendment would be 
woefully inadequate. It, I am sure, would force Fannie May to con- 
tinue to ration their money, and the way that they ration it is to set 
these unrealistic prices. And, as has been pointed out by people testi- 
fying today and the gentleman who testified before the Veterans’ 
Affairs Committee, the builders are unable to absorb these discounts. 
They are paying the discounts and selling the loans today because 
they have no alternative. In other words, it is a question of perhaps 
going out of business, but not going bankrupt. But they cannot 
predicate or plan a new program on these discounts. 

That is the problem that we are up against, and I am afraid that 
unless Fannie May has a realistic sum of money available it will not 
help this discount situation. 

Senator SPaRKMAN. You really operate on both sides of the table, 
do you not ? 

Mr. Fiynn. Well 

Senator SpaRKMAN. You take the mortgages and you have to apply 
your own test as to credit worthiness and soundness of the building 
and worth a the building, and so forth, do you not? 

Mr. Fiynn. Yes,sir. Iam glad—— 

Senator ea AN. Then you find yourself in the position of try- 
ing to peddle those mortgages on the money market; is that right? 

Mr. Fuynn. I am glad that Senator Douglas is not here, because ] 
am kind ‘of like my friend Mr. Clarke; I am also on the board of 
governors of the Mortgage Bankers Association, and I find myself 
in quite a conflict with holding the policies of that organization, as 
well as the Prefabricated Home Manufacturers Institute. 

Senator Sparkman. I take it you feel there is a definite place for 
Fannie May ? 

Mr. Fiynn. I think, Senator, that it is the ideal method for chan- 
neling money into the home-building field. I think we have been 
realistic. and perhs 1ps- selfish. There is only so much money, and I 
do not think that raising the interest rate is going to be the answer 
because if we raise the interest rate to 6 percent on ship loans, on 
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industrial expansion, all these other places that are demanding money, 
the interest rate will be raised on those. 

To me, we have to, in the home-building industry, devise a method 
whereby we can get more of the available money, and it is not so 
much a matter of rate as it is a matter of certain undesirable charac- 
teristics about a mortgage—the risk involved, the matter of servicin 

There are many sources of money which are, frankly, not in a posi- 
tion to handle mortgages. And consequently, as you recall, in 1934 
when the Housing Act was enacted, there was this provision for na- 
tional mortgage associations because it was realized at that time that 
the ultimate way of obtaining the most money, of attracting the largest 
number and types of inv estors, was to sell a debenture or a piece of 
paper which would be attractive to them. And consequently, I real- 
ize that taking this money out of the Treasury, for example, is taking 
the money away from some other segment of the economy. But if the 
home-building industry is not to completely deteriorate, something 
of that kind is going to be necessary. We are going to have to get some 
money, instead of some of the other segments of the economy. 

Senator SparKMAN. I presume you refer particularly to your rec- 
ommendation to take a billion dollars of the NSLI fund. 

Mr. Fiynn. I think, on that particularly, it would be a solution to 
the direct-lending program. 

At the present time there are so many problems in connection with 
the direct-lending program that make it almost impossible to function. 
For example, there is no provision for commitments for the builder 
to develop a project. The negotiations are all carried on between the 
individual veteran and the Veterans’ Administration. He is not expe- 
rienced in the problems involved. And consequently, where we have 
an organization that is functioning and in business and has been since 
1935, I think that that probably is the ideal solution to the prcblem. 

Senator SparKMAN. Do you see any distinction, so far as the phi- 
losophy is concerned, between direct lending and the using of the 
billion dollars for the purchase of mortgages ? 

Mr. Fiynn. Frankly I think that the proposal for the billion dollars 
is strictly a special-assistance program. So far as the philosophy is 
concerned, I think any special-assistance function is really at least a 
Government subsidy, if not direct lending. 

Senator SparKMAN. Mr. Carter. 

Mr. Carrer. I was intersted, Mr. Flynn, in your comments about 
military housing. If I understood you correctly, you said that more 
and more of these Capehart mortgages will go to Fannie May ? 

Mr. Fiynn. Yes. 

Mr. Carrer. Probably all from this point on unless the market 
che anges ¢ 

Mr. Frynn. Yes. 

Mr. C arTerR. And if I also understand your testimony, you are 
advocating that, in addition to having Fannie May purchase the final 
mortgage, that it actually disburse the construction funds as well? 
Is that correct ? 

Mr. Fiynn. Yes; that is right, Mr. Carter. 

Mr. Carrer. I am a little bit puzzled—not puzzled, maybe worried 
by that, because if you remember the legislative history of the Cape- 
hart. program, I think the Congress actually enacted that program on 
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the assumption that the Federal Government would not or could not 
provide sufficient money for appropriate housing, and therefore it had 
to go to the private market in order to obtain funds. 

If all the financing arrangements in connection with Capehart 
housing, including the final takeout and the construction funds, are 
loaned by the Government, in your opinion would that still be financ- 
ing privately or would it be public wer ing ? 

Mr. Fiynn. I think, frankly, Mr. Carter, that it would be public 
financing. I think it has been demonstrated that we have two alter- 
natives. This suggestion is predicated on the basis that there is a 
necessity for defense housing or Armed Forces housing. If it can be 
deferred, then this suggestion would be inappropriate. If it is felt 
that it is essential today, there is only one way to obtain it, and that is 
through a special-assistance program. 

Mr. Carrer. I was just wondering if it would not be cheaper in the 
long run for the Government just to build the houses themselves, 

Mr. Fuynn. I think that it would. 

Mr. Carrer. And a lot more simple. 

Mr. Fiynn. Yes. 

Senator SparkmMAN. Any further questions! Thank you very much. 
We appreciate it. 

Mr. Fiynn. Thank you, Senator Sparkman. 

Senator Sparkman. Now, Mr. Williamson. 


STATEMENT OF JOHN C. WILLIAMSON, DIRECTOR, DIVISION OF 
GOVERNMENTAL AFFAIRS, NATIONAL ASSOCIATION OF REAL 
ESTATE BOARDS 


Mr. Wiiu1amson. Mr. Chairman, I will be very brief. I have a 
statement here I want to file for the record. 

Senator SparkMAN. We will be very glad to have the statement 
printed in full. 

Mr. Witiramson, It is the statement of H. Walter Graves, chair- 
man of the realtors’ Washington committee, who is unable to be 
here. 

(The statement referred to follows:) 


STATEMENT OF H. WALTER GRAVES, CHAIRMAN, REALTORS’ WASHINGTON COMMITTEE, 
NATIONAL ASSOCIATIONS OF REAL ESTATE BOARDS 


Mr. Chairman and members of the subcommittee, Senate Joint Resolution 38, 
introduced by Senator Capehart on January 23 and now the subject of these 
hearings, is designed primarily to meet a serious situation confronting the 
secondary market operations of the Federal National Mortgage Association. 

The scareity of mortgage money during the past 9 months for FHA-insured 
and VA-guaranteed mortgages has placed a great burden on FNMA’s secondary 
market operations, and has more than justified the actions of the Congress in 
1954 in revising this agency’s charter so that it might truly function as a 
secondary market for these mortgages. However, we believe that FNMA could 
function more effectively by permitting it to operate a mortgage discount facility 
along with its secondary market operations. Such a discount operation would 
authorize FNMA to make loans with full recourse on the security of FHA- 
insured and VA-guaranteed mortgages. We understand that later in the session 
this subcommittee will conduct hearings on more substantial changes in the 
Federal National Mortgages Association, and we are deferring until that time 
our presentation of more detailed recommendations for such a mortgage discount 
operation. 

The FNMA Charter Act of 1954 provided a capital structure of $92.8 million 
in the form of preferred stock held by the Treasury. In addition, FNMA was 
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authorized to issue debentures to the public in an amount not to exceed 10 times 
its capital, surplus, reserves, and undistributed earnings. The initial capitaliza- 
tion, augmented by private-capital stock subscriptions of $15.9 million as of 
January 25, 1957, has given the secondary market operations a maximum 
borrowing authority of approximately $1.1 billion. 

The tight mortgage money market has placed a considerable burden on FNMA. 
Its weekly purchases have continued to increase from an average of $14.6 million 
during the month of October 1956, to almost $34 million for the week ending 
January 25, 1957. At the same time the relative scarcity of mortgage money 
has precluded FNMA from selling any substantial number of mortgages from its 
portfolio thereby imposing a burden on its borrowing authoirty. As of January 
31, 1957, FNMA had remaining only about $140 million of its unobligated 
resources. Thus, unless the Congress acts to increase this borrowing authority, 
FNMA’s secondary market operations will cease early next month. 

The pressure on FNMA’s resources has made it necessary for the agency to 
husband its dwindling resources through restrictive requirements. On Novem- 
ber 23, 1956, FNMA announced that it would no longer purchase FHA-insured 
or VA- guaranteed mortgages which were originated more than 4 months prior 
to their offer for sale to FNMA. In addition, and having more serious effects 
on the market for mortgages on existing homes, FNMA regional offices have 
proved more and more selective in the types of mortgages which they will pur- 
chase. For example, the age of a house and its square footage have become 
increasingly important as regional offices, sensing the nearness of FNMA’s 
borrowing limit, endeavor to stretch out their limited funds. 

We, therefore, strongly urge that this subcommittee and the Congress take 
early action to increase FNMA’s borrowing authority so that this secondary 
market operation might continue to function without the restrictions which are 
proving so onerous to many would-be homeowners. 

Senate Joint Resolution 88 would authorize FNMA to issue $100 million in 
additional preferred stock which would increase the agency’s borrowing author- 
ity by an additional $1 billion. Also the proposed measure would increase the 
Treasury’s present $1 billion backstop authority to purchase FNMA’s obligations 
by an additional $700 million, $350 million of which new authority would be 
made available during the fiscal year ending June 30, 1957, and the remaining 
$350 million after that date. 

In our opinion, this increase of $100 million in preferred stock is insufficient to 
give FNMA the borrowing authority it may need, because there is every indica- 
tion that the present tight condition of the mortgage market will continue for 
the remainder of 1957. 

Should FNMA continue to purchase mortgages at a weekly rate of $30 million, 
there is little doubt that next September the agency will again be forced to 
husband its resources by reimposing the types of restrictions to which we have 
already referred. Thus, a minimum authorization of $100 million in preferred 
stock, while helpful in the present emergency, will continue rather than resolve 
the uncertainties which are hindering FNMA in functioning as an effective 
secondary market. 

We strongly urge the subcommittee to minimize the chances of a recurring 
crisis in FNMA’s operations during the latter part of the year when the Congress 
is not in session, by authorizing the issuance of at least an additional $150 
million in preferred stock which would increase FNMA’s borrowing authority by 
an additional $1% billion. The Treasury backstop provisions in Senate Joint 
Resolution 88 should be increased proportionately. 

We commend these recommendations to your sympathetic consideration. 


The statement is limited to Senate Joint Resolution 38. 

Mr. Wiiur1amMson. Later on in the session, we understand that the 
committee will be considering more substantive changes in Fannie 
May, and at that time we will have other recommendations. 

While we support Senate Joint Resolution 38, we question whether 
the $100 million in additional preferred stock is sufficient to give Fan- 
nie May the borrowing authority that we believe it needs. As Fannie 
May approaches the limit of its borrowing authority, the regional 
offices invoke certain selective criteria which, i in our opinion, impose 
a serious burden on the existing house market. We do not want to be 
critical, because when Fannie May is trying to husband its resources it 
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naturally must be selective. Consequently, many mortgages on homes 
that are less than 1,000 square feet or less than 950 square feet, mort- 
gages on homes that may be over 7, 8, or 10 years old, are not pur- 
chased, That imposes quite a burden on the existing house market. 

We all recognize the fact that the existing housing inventory is a 
great source of supply for middle-income housing. We are concerned 
that Fannie May, if it receives just an additional $100 million, toward 
the end of the year when Congress is not in session, again may have 
to husband its resources, particularly if the market continues tight the 
rest of the year—and we think it will. We feel that perhaps $150 mil- 
lion in additional preferred stock, which would give Fannie May 
$1.5 billion additional authority, would be ample for the rest of this 

ear. 
We hope that by early 1958 the market will have improved and Fan- 
nie May can start, perhaps, turning over its own portfolio and will 
not need additional preferred stock. 

We would like to see Senate Joint Resolution 38 amended to that 
extent. 

Senator Sparkman. That was really the recommendation of Mr. 
Flynn, too; was it not ? 

Mr. Wiiu1amson. Yes; I think he recommended an additional $100 
million. 

Senator Sparkman. He said gross amount $250 million. That 
would be an increase of $150 million. 

Mr. Wituramson. That is right. 

Senator Sparkman. I wonder what your thought is on the action 
which the House committee contemplates taking, so I understand, of 
making only half that amount available now, with the idea that action 
will be taken on an additional authorization later in the year? 

Mr. Wiiuramson. In our opinion, it would not change the situation 
one iota, because the Fannie Mae regional offices will have to conserve 
their resources. They cannot be sure of what the Congress will do, 
and it will end with some sort of crisis as a result of not knowing what 
Congress will do. 

We would not blame the Fannie May regional offices if they con- 
tinued to impose the same selective criteria which they are imposing 
now if they get only $50 million in preferred stock. 

Senator SparKMANn. But you would recommend that we increase 
it, even though it is for the whole year; it being for the whole year, you 
do not feel that the $100 million would be sufficient ? 

Mr. Wirtu1amson. I donot believe it would. 

Senator Sparkman. And that we ought to increase it by $150 mil- 
lion? 

Mr. Witi1amson. I think Fannie May will probably have to wait 
until sometime after July before it can fully appreciate what its un- 
obligated resources will be for the year. 

Senator SparKMAN. Have you any thought on or any recommenda- 
tion to give us on the matter of special assistance funds, especially for 
section 213 housing? 

Mr. Wiixitamson. We have always believed that the whole special 
assistance field is a proper area, particularly in loans that are not 
marketable. 

We testified during the 1954 hearings in favor of the special as- 
sistance provisions. We were concerned at that time particularly 
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with section 220 and section 221 mortgages, which clearly are not 
marketable. We felt then, as we do now, that in time those loans will 
be marketable and, therefore, Fannie May, through its special assist- 
ance functions, could assist in making those loans ultimately market- 
able. 

We do not believe that Fannie May should supplant the private 
market. We think that in time these mortgages, just like the section 
213 mortgages will be marketable and Fannie May will be able to 
dispose of them. And when Fannie May is able to dispose of them, 
we think that institutional investors then will be originating loans and 
holding onto them in their own portfolios. 

Senator SparKMAN. Are you familiar with the proposed amend- 
ment that I introduced a couple of days ago on behalf of Senator Cape- 
hart as well as myself, to change the amount that might be used for 
section 220 housing in high-cost areas ? 

Mr. Wi11amson. That was a change in interpretation as to 
whether the $1,000 applied to the unit or the room ? 

Senator Sparkman. Yes. 

Mr. Witz1amson. We thought that it applied to the room. We 
missed the change, and we think that the legislation is certainly meri- 
torious. 

Senator Sparkman. You think it should be cleared up in that way ? 

Mr. Wriu1amson. Yes. We would like to mention one thing about 
special assistance on section 220. The question came up this morning 
as to why Fannie May has not used more of that special assistance. 
The program will just take time. Section 220 is a very unusual pro- 
gram in that it involves the Federal Government, the local community, 
and private enterprise, all three working together; and there are in- 
numerable stumbling blocks, particularly in communities eliminating 
adverse environmental influences which triggered section 220 into ac- 
tion. We think that ultimately the special assistance provisions will 
be very, very helpful in that program. 

Senator SparKMAN. You will recall my statement, at the time, that 
it was a program that usually required a couple of years. 

Mr. Wiiu1aMson. Yes. 

Senator SparKMan. To get underway. 

Mr. Witiiamson. Yes. 

Senator Sparkman. I thought that explained, very largely, the rea- 
son that no mortgages were yet ready for delivery. 

Mr. Witu1amson. That is right. 

Senator SparkMAN. Mr. Cash. 

Mr. Casn. Mr. Williamson, there have been several witnesses this 
afternoon, including you, who have commented upon the standards of 
selectivity used by Fannie May in their secondary market operation, 
and I would like to get you to expand that a little bit by posing this 
question. 

I think there is a general understanding among the public, and per- 
haps others, that an FHA endorsement or a VA guaranty is good if 
you pass it over the counter in a Fannie May office. Is that not right? 

Mr. Wriu1amson. No; we believe that Fannie May has a right to 
look beyond the insurance and the guaranty, because there are many 
things that can happen between the time the loan is closed and the time 
it is offered for sale. 
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Fannie May must look beyond the insurance and the guaranty, and 
we have always believed that it was the intention of the Congress that 
Fannie May not buy mortgages and retain them in their own portfolio. 

Mr. Casu. Is this since the 1954 change? 

Mr. Witu1amson. That is based on the 1954 charter—that the under- 
lying philosophy of the new charter act being that Fannie May would 
buy the mortgages and perhaps season them for a while, and ultimately 
sell them on the private investment market, thus freeing its money 
again to buy mortgages. 

That is why Fannie May has a right, in our opinion, to impose these 
criteria, although it has reacted adversely in many areas to the exist- 
ing house market. We think that the reason why it has reacted ad- 
versely is because of this present emergency. 

Mr. Cas. Would you say their portfolio, acquired under the sec- 
ondary market operations, may be perhaps better than the portfolio 
acquired prior to that, because of this action on their part ? 

Mr. Wituiamson. I think so. We think that Fannie May is apply- 
ing the criteria that institutional investors apply because it has to sell 
them to these people. 

Mr. Casu. It still contemplates eventual sale ? 

Mr. Witu1amson. Yes; when the market is ready. 

Mr. Casn. That is all. 

Senator SparKMAN. Have they been fairly cautious, do you think ? 

Mr. Wiru1amson. Almost too cautious, from the complaints that we 
have. 

Senator Sparkman. You would not regard what is in their portfolio 
as junk, would you? 

Mr. Witu1amson. Absolutely not. 

Senator Sparkman. Anything else? Thank you very much, Mr. 
Williamson. 

Mr. John W. Register, will you come around? We can hear from 
you briefly, but it is getting late. For the record, please identify 
yourself. 


STATEMENT OF JOHN W. REGISTER, UPPERVILLE, VA., 
ACCOMPANIED BY G. C. McINTOSH 


Mr. Reatster. This is Mr. George McIntosh, from Arlington, Va. 
Iam John W. Register, from Upperville, Va 

I have no prepared statement. I just came because I saw an article 
in the paper reporting your views regarding small homes. 

I am a builder of houses that sell for $7,850 in Manassas, Va., and 
I am having an awful time selling those loans, 

Senator SparKMAN. What size homes are they ? 

Mr. Reotster. They are 24 by 28. 

Senator SparKMAN. How many square feet ? 

Mr. Recister. Six hundred and seventy-two, plus expandible attic, 
permanent stairway to the attic. There is a picture of it. 

I am the only one in this area who is trying to get anywhere near 
the price the administration and everyone else has been asking for. 

If you will read a little further in there, Senator, you will see where 
Mr. Cole made a statement that money would be supplied for us to do 
this. It isin that article there, but I have not been able to find it. 
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Senator Sparkman. How many of these did you build ? 

Mr. Reotster. Nine hundred and eighty-nine. 

Senator Sparkman. Nine hundred and eighty-nine houses? 

Mr. Reerster. Yes, sir. 

Senator Sparkman. Without any commitment ? 

Mr. Reetsrer. W ell, I have a GE commitment. I am my own mort- 
gagee. I took these plans to Philadelphia to Mr. Arthur Gretz, the 
Fannie May office manager who has charge of this area also. After 
looking the plan over, he said it was acc eptable to Fannie May. 

I submitted two test cases. Mr. Gretz, Mr. Allen Tyler, and Mr. Paul 
Hathaway went out and looked over the project. I talked with them, 
later I went down to Norfolk to see them. They said it met all require- 
ments, however, they could get more desirable loans elsewhere—that is, 
ina larger category. So I was turned down. 

And at the time I submitted, the price was 9414. I have just com- 
pleted sale on $1.5 million worth of loans for 9014. In other words, I 
lost. $60,000 because Fannie May liked other loans better than mine. 
That is my reason for being here. 

I mean, you cannot build this type home which the administration 
and everyone is screaming to be built—you just cannot do it with the 
tight money market yon have today. And I feel that Fannie May was 
very discriminatory against my type home. 

The two mortgages L sent to them, one man made $3,280 and the other 
made $4, 100—they turned them down—undesirable, both service per- 
sonnel, but they turned them down as undesirable. 

Senator SparkMAN. Why? 

Mr. Reeaister. They could get more attractive loans in the higher 
brackets. 

Mr. Casu. Was this after some other Government agency had ap- 
proved the credit ? 

Mr. Reetstrer. Oh, yes. I have had FHA and VA—both have 
guaranteed and approved loans out there. 

Mr. Casu. The credit was cleared by the insuring agencies? 

Mr. ReetstTer. Yes. 

Mr. Casn. And the loans closed ? 

Mr. Reatster. Yes, closed and guaranteed when I submitted them. 

Senator SparkMAN. The cost, I notice here, is $47 a month? 

Mr. Reaistrer. That includes taxes, fire insurance and amortization. 

Senator Sparkman. And this case that you referred to was making 
$3,250 ? 

Mr. Reetster. $3,280, I think; he is a sergeant in the Army. 

Senator SrarkMAN. Which was clearly w ‘ithin the requirement of 
20 percent of income? 

Mr. Recistrr. The other one was $4,100; and they were both turned 
down as undesirable—well, it says here “unacceptable security.” 
This is the rejection slip. 

Senator Sparkman. Is that Fannie May? 

Mr. Reersrer. That is Fannie May’s rejection slip. 

Senator Sparkman. I wonder if you will leave that with us? 
Fannie May is going to be up here tomorrow, I understand. 

Mr. Carrer. What does “undesirable security” mean to them? 

Mr. Reetsrer. They told me they could get more desirable loans 
elsewhere. In other words, someone mentioned earlier that 2 $7,800 
loans take twice as much work and servicing as 1 for $15,000. 
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Also, the statement was made in the process of our discussion that 
in the event of economic depression the people in these homes would 
be the first to lose them. That was made by the Fannie May officials. 

I was informed that my project would meet all their requirements, 
until I submitted it. Then, of course, money was getting tight; they 
told me that their money was. That was back in October I was 
turned down. Their money was getting tight, and they said they 
could do a better job with other securities or get more attractive 
securities. 

Senator Sparkman. W ell, thank you very much. Any further 
questions ? 

I am glad that you called this to our attention, because I think you 
have something here that lends substance to a good bit of the argu- 
ment that I have been trying to present all along, and I would like 
to have a chance to inquire of Fannie May about this. 

Thank you very much. 

Mr. Rearster. Yes, sir. 

Senator SparkMAN. The committee stands in recess until 2 o’clock 
tomorrow afternoon. 

(Whereupon, at 4:45 p. m., the hearin 


g was recessed to reconvene 
at 2 p. m., Thursday, February 7, 1957.) 
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THURSDAY, FEBRUARY 7, 1957 


Unirep States Senate, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON Hovusine, 
Washington, D. C. 

The subcommittee met, pursuant to recess, in room 301, Senate 
Office Building, at 2:05 p. m., Senator John Sparkman (chair- 
man of the subcommittee) presiding. 

Present: Senators Sparkman, Douglas, Monroney, Clark, and Cape- 
hart. 

Also present: Douglas Eldridge, analysis staff, Treasury Depart- 
ment; Russell E. Ford, Family Housing Division, Office of the Assist- 
ant Secretary of Defense. 

Senator Sparkman. Let the committee come to order. 

We are continuing the hearings that we started yesterday. 

I expect one more member of the committee to be present, per- 
haps even more than that, but I think we will start anyhow. 

Ve are glad to have with us today Mr. Albert Cole, the head of 


the Housing and Home Finance Agency. Are you going to testify 
together or one at a time? 


STATEMENTS OF ALBERT M. COLE, ADMINISTRATOR, HOUSING AND 
HOME FINANCE AGENCY; AND J. STANLEY BAUGHMAN, PRESI- 
DENT, FEDERAL NATIONAL MORTGAGE ASSOCIATION 


Mr. Cots. Mr. Chairman, subject to your approval, Mr. Baughman 
has a prepared statement, and I am here to help answer questions. 

Senator Sparkman. All right. 

Mr. Cote. If that is satisfactory. 

Senator Sparkman. Mr. Stanley Baughman, president of the Fed- 
eral National Mortgage Association. 

We have the statement of Mr. Baughman. Mr. Baughman, you 
just proceed in your own way. 

Mr. Bavenman. Thank you. 

Senator Sparkman. We are glad to have you. 

Mr. Baueuman. Mr. Chairman and members of the committee, my 
name is J. Stanley Baughman. I am the president of the Federal 
National Mortgage Association. My purpose today is to discuss Sen- 
ate Joint Resolution 38. It would amend that part of the Federal 
National Mortgage Association Charter Act which relates to the 
secondary market operations. 

I have been authorized by the Director of the Bureau of the Budget 
to advise that the enactment of this joint resolution would be in 
accord with the program of the President. 
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Further legislation with respect to FNMA, and with respect to 
housing matters generally, will be recommended by the executive 
branch. However, because of the urgent need for enactment of legis- 
lation on the limited subject matter of Senate Joint Resolution 38, we 
strongly recommend action on it prior to action on other housing pro- 
posals that have been or will be presented to your committee. 

Senator Sparkman. Mr. Baughman, may I interrup there to make 
an inquiry ? 

We asked that the Housing and Home Finance Agency have an ex- 
pert here who could discuss cooperative housing and military housing. 
Are they here? Doyou know? Is someone here? 

Mr. Cote. We have someone from the Federal Housing Adminis- 
tration to assist us, yes. 

Senator Sparkman. Good. 

We also asked the Defense Department to have someone here who 
could discuss military housing. 

Mr. Forp. Yes, sir. 

Senator SparKMAN. We also asked that someone be here from the 
Treasury Department because there is a tax provision. Is there 
someone here? 

Mr. Ex DRIDGE. Yes, sir. 

Senator Sparkman. Very good. I just wanted to be certain they 
were all here. 

Thank you, Mr. Baughman. I notice what you say about other hous- 
ing legislation. I do not presume you are particularly interested in 
or concerned with another bill that Senator Capehart and I have 
jointly introduced, that also has been cleared by the Bureau of the 
Budget, relating to section 220 housing in high-cost areas. It is my 
hope, and I hope that the subcommittee will go along with me, to tack 
that onto this, because it, too, is an urgent matter. 

Mr, Cotz. May I answer? 

Senator Sparkman, Yes. 

Mr. Coir. We are very much interested in it, Mr. Chairman, and 
hope that it can be enacted. 

Senator Sparkman. I did not believe that there was any contro- 
versy. 

Mr. Cot. I do not believe there is any controversy. 

Senator SparkMANn. We thought the law provided for it already and 
you could carry it out administratively, but you would rather have 
the legislative clearance. Therefore, I ‘think we can get it without 
controversy. 

Mr. Corr. Thank you. 

Mr. Baveuman. I shall preface my statement today with some 
brief remarks concerning the present overall FNMA. As you know, 
the Federal National Mortgage Association Charter Act, enacted in 
1954, rechartered FNMA and provided mixed- -ownership character- 
istics. Under its present corporate charter, FNMA carries on three 
separate activities: (1) the secondary market operations, (2) the 
special assistance functions, and (3) the management and liquidating 
functions. Each of these activities is independent from the others. 
The situation is virtually the same as though there were three separate 
corporations. Each of the three activities has its own assets, liabilities, 
and borrowing authorithy. The FNMA Charter Act imposes separate 
accountability with respect to each activity. 
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The joint resolution does not concern the special assistance functions 
or the management and liquidating functions. Those two functions, 
as contrasted to the seeondar y market operations, are carried on solely 
for the account and on behalf of the Government. The resolution 
relates only to FNMA’s secondary market operations—more particu- 
larly to the problem of financing these mixed-ownership operations. 

With respect to the financing ‘of the secondary market operations, 
FN MA’s corporate charter prov vides for obligatory common stock sub- 
scriptions by private mortgage sellers that do business with FN MA, 
and for the sale to private ‘investors of FNMA debentures. Also, 
the charter provides for Government participation through preferred 
stock investment, and permits the purchase of F NMA obligations by 
the Secretary of the Treasury. The Charter Act intends that in due 
course the Government’s investment in preferred stock shall be re- 
tired, so that from then on the secondary market operations will be 
— privately owned and financed. 

Under the FNMA Charter Act, the capitalization of FNMA per- 
tains exclusively to its secondary market operations. No recourse may 
be had to FNMA’s corporate capitalization in connection with opera- 
tions under the management and liquidating functions or the special 
assistance functions. Capital stock subscriptions to date total ap- 
proximately $109 million. Of this amount, some $16 million consists 
of common stock subscriptions by private mortgage sellers, and the 
balance of approximately $93 million consists of pretieres stock 
which was issued to the Secretary of the Treasury in late 1954 at the 
time operations commenced under the new charter. 

Most of the funds used in the financing of the secondary market 
operations are, however, borrowed funds. Under present arrange- 
ments temporary or interim borrowings from the Treasury have been 
=_ ted as funds have been required. When such interim borrowings 

ach an aggregate amount that from time to time justifies offerings 
in the public market, debentures are offered to the investing public and 
the sale proceeds are available to the Association to repay the borrow- 
ings from the Treasury and for general corporate purposes, including 
the purchase of additional mortgages. Under this procedure, most of 
the funds needed by the Association in its secondary market operations 
are supplied by private investors. This, we believe, is in accord with 
those express provisions of the charter which require that the opera- 
tions shall be financed by private capital to the maximum extent 
feasible. 

The corporate charter provides that the maximum amount of 
FNMA’s borrowings under the secondary market operations that may 
be outstanding at any one time shall not exceed 10 times the sum of 
the capital and surplus. 

SECTION 1 


Section 1 of the joint resolution would provide an increase of $100 
million in F NM: \’s capitalization, making a total apitalization of 
approximately $209 million, with a consequent broadening of its sec- 
ondary market operations borrowing authority under ‘the 10-to-1 
ratio. Toac complish this increase, FNMA would deliver to the Sec- 
retary of the Treasury an additional $100 million of its preferred stock 
in exchange for an equal amount of its notes held by the Secretary of 
the Treasury under the arrangements for interim borowings that I 
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have just described. ‘The total borrowing authority under the sec- 
ondary market operations would be thereby increased to an amount 
in excess of $2.1 billion, from the present approximately $1.1 billion. 

Also, the maximum amount of FNMA’s secondary market. opera- 
tions obligations that the Secretary of the Treasury would be au- 
thorized to acquire would be increased. At present, the maximum 
amount that the Secretary of the Treasury may purchase is limited to 
$1 billion. A second limitation in the Charter ba: based on the rela- 
tion of the amount of these obligations to reductions in FNMA’s 
management and liquidating functions portfolio, no longer governs. 
For these 2 existing limitations, there would be substituted a single 
maximum of $1.7 billion, except that until July 1, 1957, the limitation 
would be $1.35 billion. 

In 1954, when the Charter Act was approved and for some time 
thereafter, FNMA’s capital structure and the related borrowing au- 
thority were regarded as providing quite reasonable assurance that 
the FNMA secondary market operations would be able to carry out 
the charter objective of furnishing on a continuing basis a degree of 
liquidity for mortgage investments by providing a market for ac- 
ceptable Government-insured and Government-guaranteed home 
mortgages. However, during the past several months, because of the 
severe shortage of funds in the residential-mortgage market, there 
has been a marked increase in the number and amount of mortgages 
offered to FNMA for purchase, with the result that it has become ap- 
parent that FNMA must have additional capital if it is to continue to 
carry out the purposes for which the secondary market operations 
were established. 

The amount of mortgages offered increased from about $64 million 
in August 1956 to about $109 million in September and to more than 
$200 million in each of the months of October and November. The 
unobligated resources, including possible borrowings, of FNMA’s 
secondary market operations at December 31, 1956, were only approx- 
imately $240 million and those resources are expected to become ex- 
hausted in a few weeks. At the end of January 1957 they were 
approximately $140 million. We in FNMA are of the opinion that 
it is especially important that the Association be able to continue its 
purchasing activities as intended in times like the present, when money 
is tight and mortgage financing is difficult to obtain. 

At the present time we believe that $100 million of additional pre- 
ferred capital will provide the necessary reasonable assurance that the 
FNMA secondary market operations will be able to carry out the 
charter objective of furnishing on a continuing basis a degree of 
liquidity for FHA-insured and VA-guaranteed mortgage investments. 
This belief is predicated on the expectation that new mortgages bear- 
ing 5 percent interest, as now permitted by the FHA, will prove to be 
more acceptable to investors in mortgages. 

As a consequence, by reason of the increase in the mortgage-interest 
rate, it is expected that the number of mortgages offered for Fannie 
May purchase may decrease somewhat. In addition, there may be 
some sales from the secondary market operations portfolio in the latter 
part of the year and thereafter, which would permit more extensive 
reuse of the funds now invested in mortgages. 

The proposal to increase to $1.35 billion at this time, and to $1.7 
billion effective July 1, 1957, the maximum amount of FNMA’s sec- 
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ondary market operations obligations that the Secretary of the Treas- 
ury will be authorized to hold, “does not necessarily contemplate an in- 
crease in the rate or amount of borrowings from the Treasury. This 
type of authorization provides principally a ready source of funds 
under emergency conditions when private investors might be unable 
or unwilling to purchase FNMA’s debentures. It also . furnishes, of 
course, additional assurance to private investors that FNMA has a 
source of liquid funds with which to pay off maturing debentures in 
any unforeseen circumstances in which neither liquidation of the port- 
folio nor refinancing was feasible. 


SECTION 2 


Section 2 of the resolution would provide a formula for computing 
the amount which FNMA would pay to the Secretary of the Treas- 
ury as the equivalent of Federal income taxes, with respect to its 
secondary market operations. It provides for the deduction from 
gross income of all expenses and other deductions which would be 
authorized by law to be deducted if the Association were not exempt 
from such taxes, and also any amounts paid by the Association to the 
Secretary of the Treasur y as a return on his investment in the securi- 
ties of the Association. The latter category includes payments made 
as a return on Treasury advances on account of notes, stock, or de- 
bentures, that is, dividends paid on preferred stock held by the Secre- 
tary of the Treasury, as well as interest paid on notes or debentures 
held by the Treasury. 

It is believed that the proposal contained in section 2 of the joint 
resolution is consistent with the general intent of the FNMA Charter 
Act. 

Dividends payable on FNMA’s preferred stock are variable and are 
measured by the cost of money to the Treasury, as det ermined by the 
Secretary of the Treasury. That is, the Secretary from time to time 
stipulates the rate of dividends, which varies with the interest rate on 
obligations of the United States, in order that the Treasury may be 
assured of adequate reimbursement for its expense resulting from the 
Government’s investment in FNMA/’s preferred stock. Thus, because 
of the purpose involved, the dividends on the preferred stock consti- 
tute mandatory rather than discretionary payments, and are computed 
in the same manner as interest. 

In this connection, it should be brought to the attention of the com- 
mittee that under a separate provision of the FNMA Charter Act the 
investment of the Secretary of the Treasury in FNMA’s preferred 
stock will entitle him to an ultimate major share of FNM A’s surplus, 
an advantage that is certainly not customarily associated with pre- 
ferred stock. 

I would like to bring to your attention Fannie May’s present situa- 
tion in which the so-called dividends to the Treasury are not treated 
as a deduction from gross income for the purpose of computing the 
required Federal income tax equivalent. 

The committee is undoubtedly aware that the $93 million sub- 
scribed by the Treasury for Fannie May’s preferred stock finances a 
portion of the mortgage portfolio held by Fannie May, and that the 
remaitiier of the portfolio is financed substantially by borrowings. 
As to that portion of the portfolio financed by the Treasury’s in- 
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vestment in Fannie May’s preferred stock, the income from such por- 
tion of the portfolio, after payment of servicing charges, necessary 
operating expenses, and the equivalent of Federal income tax, com- 
puted under the present method, is at this time not sufficient to pay 
the full amount of the so-called dividend on the Treasury’s invest- 
ment, and the deficiency is now being supplied out of the income 
earned by that portion of the portfolio which is financed substantially 
from borrowings. 

For example, that portion of the mortgage portfolio bearing 4% 
percent interest that is financed by the preferred stock held by the 
Secretary of the Treasury, after payment of servicing charges and 
operating costs, based on acquisition at an average price of 97, pro- 
duces in the course of one year income of approximately 4.2 percent, 
The Federal income tax equivalent, computed in the manner now re- 
quired, reduces that income by more than half and leaves only 2 per- 
cent with which to make payment, at the Treasury-prescribed rate, 
of the preferred stock return. Since the prescribed rate at this time 
is 234 percent, it is necessary to obtain the three-eighths percent de- 
ficiency from the income produced by that portion ‘of Fannie May’s 
portfolio which is financed substantially by borrowed funds. Because 
of the rising cost of money to the Treasury, it is likely that the 
Treasury- -prescribed ‘ate in the next fiscal year will be greater than 
2% percent. 

With respect to the extent of earnings which can be realized from 
that portion of the portfolio which is financed substanti: lly by bor- 
rowed funds, the secondary market operations, while proven thus far 
to have been both useful and successful, nevertheless by their very 
nature require Fannie May to obtain a major portion of its private 
financing during periods of money shortages and high interest rates. 

Three $100 million issues of secondary market operations debentures 
were sold publicly by Fannie May during the calendar year 1956, 
and one $200 million issue was sold to the public during January 
1957. Those comprised 31 percent debentures dated February 20, 
1956, and due November 20, 1956; 3.35 percent debentures (which 
were priced at 992%. to yield 3.42 percent) dated August 20, 1956, 
and due May 20, 1957; 3.90 percent debentures dated November 20, 
1956, and due August 20, 1957; and 414 percent debentures dated Jan- 
uary 21, 1957 and due September 20, 1957. The proceeds of the 
November issue were used to redeem the February issue. The pro- 
ceeds of the other issues were used to repay interim borrowings from 
the Treasury. 

In the light of the advancing interest rates on borrowings, it must 
be considered that the narrowing margin of difference between the 
cost of borrowing and the income derived from interest earned on the 
portfolio financed by such borrowings, even though supplemented by 
fees and charges, make it incre sasingly difficult for the portion of the 
portfolio fins anced substantis ally by ‘borrowings to compensate for the 
deficiency incurred by the portion of the portfolio financed by the 
prefe rred stoe “kk. 

Without section 2 of the joint resolution this condition would, of 
course, be aggravated by the increase in capital that is requisite to 
the continuance of the Association’s purchasing activities. On the 
other hand, if Fannie May were permitted, for the purposes of com- 
puting the income tax equivalent, to treat the Tre: isury’s return on 
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its investment in the preferred stock in the same manner as the return 
on its investment in Fannie May’ s obligations, it is reasonable to expect 
that the full amount of the Treasury’ s return on all its investments 
in Fannie May will be available out of income earned by such invest- 
ments, even if the Tree asury- prescribed rate of return on the preferred 
stock is further increased. 

It is to be noted especially, as I have already indicated, that a sub- 
stantial part of the surplus under the secondary market operations 
will ultimately be distributed to the Secretary of the Treasury as 
owner of the preferred stock. In this connection, any excess tax 
savings would have become a part of that surplus. The Charter Act 
provides that the distribution of the surplus to the Secretary of the 
Treasury shall be that— 
percentage which is equivalent to the proportion borne by the employed capital 
represented by the Secretary’s stock ($193 million of preferred stock if 8S. J. 
Res. 38 is enacted) to the total employed capital of the Association (approxi- 
mately $16 million of common stock is now subscribed for) * * *, 

Recently, as you know, effective December 4, 1956, the Federal 
Housing Administration authorized an increase in the maximum in- 
terest rate on most types of FHA-insured mortgages. From time to 
time FNMA also revises its purchase prices within the range of fluc- 
tuating market prices. To the extent that 5-percent-interest-rate mort- 
gages are introduced into Fannie May’s portfolio, the interest rate 
increase should, of course, help somewhat to alleviate the problem 
resulting from the narrowing margin of difference between the cost 
of borrowing and the income derived from interest earned on the 
portfolio financed by such borrowings, 

In view of the rate of interest Fannie May is required to pay on 
its debentures, it is imperative that the Fannie May secondary mar- 
ket operations purchase prices be kept within the market price ranges 
Indeed, only by reason of its adherence to this charter requirement 
will the Association be able to comply with the further charter man- 
date that it maintain its operations on a self-supporting basis. The 
current purchase prices, in accordance with usual pees in the 
mortgage market, vary by interest rates, areas, and the mortgagor’s 
equity. ‘The prices that Fannie May will now pay for 5-percent 
mortgages range from 9914 to 97144. With respect to 410- percent 
mortgages, Fannie May’s current purchase prices range from 9514 
to 9549. ‘The prices paid by the Association for 414-percent mort- 
gages produc e an income return approaching that of similar types of 
mortgages which bear interest at the rate of 5 percent and are pur- 
chased at the prices paid by Fannie May for such 5-percent mortgages. 

Mr. Chairman, this concludes my prepared statement. I will en- 
deavor to answer any questions asked by you or other members of the 
committee. 

Senator Sparkman. Thank you, Mr. Baughman. 

Mr. Cole, do you want to add anything now 4 

Mr. Corr. No. 

Senator SparKMAN. You will wait for questions? 

Mr. Corr. No, I have nothing to add at present. 

Senator SparKMAN. Senator Capehart. 

Senator Carenart. I do not think I have any questions at the 
moment. 


88029—3,7—_—10 
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Senator SparKMAN. Senator Douglas. 

Senator Doveias. May I waive for a minute? 

Senator Sparkman. Senator Monroney. 

Senator Monronery. No questions now. 

Senator SparkMAN. Everybody had better not waive. 

Senator Clark? 

Senator CrarK. Mr. Baughman, are you familiar with a study pre- 

ared by the staff of this subcommittee on income and housing and 
issued under date of January 24 this year? 

Mr. Bavwuman. I have seen it but I have not had a chance to read 
it, sir. 

Senator Ciark. I wonder if I could ask one of the clerks to hand 
you a copy because I would like to refer to it. 

Would you mind turning to page 5 of that report, Mr. Baughman, 
which contains findings of the staff? You see at the bottom of page 5 
a summary of findings. 

Mr. Baucuman., Yes, sir. 

Senator CiarK. I want to ask you if you are, as the President of 
Fannie May, in accord with those findings. First, that there is a 
serious housing shortage in the Nation’s cities. 

Mr. Baveran. I think I will ask Mr. Cole to answer that question. 
I deal mostly with buying of ee and he has the housing pic- 
ture generally more in mind than I do. 

Senator CLark. Yes, but I assume, Mr. Baughman, that you have 
some views as to why you are buying mortgages; do you not ? 

Mr. Baveuman. Well, of course, I am carrying out the law as Con- 
gress laid it down and following the law in the purchase of mortgages. 

Senator CiarkK. Yes. The purchase—— 

Mr. Baveuman. And we only buy mortgages after they are in exist- 
ence, you see, except on our standby commitments. And that is w hy 
I am not too familiar with the overall housing. 

Senator Ciark. But the purpose of creating your Association, Mr. 
Baughman, was, was it not, fundamentally to enable more houses to 
be built, so that the mortgages could enable them to be built? 

Mr. Bavenman. I will answer that in two ways. I think that is 
true as far as the special assistance functions of Fannie May are con- 
cerned. Where special housing is programed and the Government 
supports those programs, I would say that that would add additional 
housing. , 

As far as our secondary market operations are concerned, the pur- 
pose of the secondary market operations is to provide supplementary 
assistance to the home mortgage market by providing «a degree of 
liquidity in areas where funds are in short supply. 

Senator Ciark. Yes, sir, but the purpose behind that was to enable 
more mortgages to be placed and more houses to be built; was it not ? 

Mr. Baveuman. It was to provide this assistance and a degree of 
liquidity, but not to enter into the primary market. It is a secondary 
market operation, after the 

Senator CiarK. Do you conceive your sole duty to be to assist the 
primary mortgage market in maintaining liquidity ? 

Mr. Baveuman. Yes; that I think is our purpose—to provide a 
source of liquidity for the people who originate and invest in mort- 
gages. 





INCREASED FNMA AUTHORIZATION 143 


Senator Ciarx. You do not conceive of your agency as having any 
social iipoust 

Mr. Bavcuman. No, sir; if I understand what you mean by social 
purpose. 

Senator Cirark. You think that your agency must, under the charter 
given. to it by Congress, be conducted at a profit? Is that right? 

Mr. Bavcuman. I want to amend that remark. The secondary 
market operations I do not think have substantial social aspects, but 
I would say definitely the special assistance functions do. 

Senator Crark. Yes; I agree with you. But your thought is that 
the secondary mortgage operations have no social purpose? 

Mr. Baveunman. T hey are essentially a business type of operation. 

Senator Ciarx. Are you required by Congress to conduct those 
operations so as to earn a profit ? 

Mr. BauauMan. Well, at least not- 

Senator Crark. Not to incur debts? 

Mr. Baveuman. Not lose money. Let’s put it that way. 

Senator Crark. Not incur debts? 

Mr. Bavucuman. To be self-supporting. 

Senator Ciark. Mr. Baughman, is it not a fact that most of the 
mortgages in which you deal in your secondary mortgage operation 
are on houses which are outside the incomes of all except the upper 
third of American families to finance? 

Mr. Bavcuman. If I understand your question, I assume you are 
saying that we buy nothing but the mortgages in high amounts. Is 
that your question ? 

Senator Crark. Yes. Relatively high amounts. 

Mr. BavauMman. Well, I just made a study of that, not for this 
particular purpose but I was anxious myself to see what it was. 

Senator Ciark. I was going to ask you if you had any study which 
would show the range of mortgage amounts which you purchase in 
your sec ondar V mortgage operations. 

Mr. BavauMman. Yes; I have. And this study shows that 46 per- 
cent of our mortgages w hich we purchased were $10,000 or under. 

Senator Crark. $10,000 and under? 

Mr. BaveuMan. Yes, sir. 

Senator SparkMAN. May I get that percentage again ? 

Mr. Bavenman. Forty-six percent. 

Senator Crark. Is that in dollar amount or in number of mortgages ? 

Mr. Bavenman. That is in number of mortgages with the ‘dollar 
amount as the control. The dollar amount is the control, of course. 

Senator Ciark. Do your figures indicate the appraised value of the 
housing on which that 46 percent of mortgages of $10,000 and under 
are liens? 

Mr. Baveuman. No, sir. We do not deal in appraisal values at 
all. We only deal in mortgage amounts. 

Senator Ciark. Once you get the FHA or VA guarantee you are not 
concerned with the credit? 

Mr. BavaHman. Yes, we are. We examine credit when the mort- 
gages come to us, because there may be a lapse of time between the 
time FHA or VA approve credit and the time the mortgages come to 
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Senator Ciarx. Therefore, your records would show, I assume, al- 
though you do not have it here, the equity in each of the properties 
if you have purchased a mor tgage of $10,000 or less ? 

Mr. Bauauman. Yes; but I do not have the figures here. 

Senator CiarKk. You do not have that here? 

Mr. Baveuman. Right. 

Senator Crark. We will skip to Mr. Cole, if you do not mind. 

Mr. Baueuman. All right. 

Senator Ciark. Mr. Cole, would you take a look at that staff study 
and see whether you agree that there is a serious housing shortage 
existing in the Nation’s cities ? 

Mr. Cox. Of course, the word “serious” is subject to interpretation. 
I think there is a demand for housing i in America today. 

Senator CLark. But you are not very concerned about it? 

Mr. Cote. Yes; I am quite concerned about it. 

Senator CLtark. How many housing starts do you think we should 
have in 1957 which would remedy whatever short: ige, Whether it: be 
serious or not in your mind, that exists in nents today ¢ 

Mr. Coz. I do not think I would know. I do not think we have 
any 

Senator Crark. You are not familiar with the estimates which 
were made before this committee yesterday that there is a minimum 
of 1,400,000 units needed and most of the people seem to think we need 
2 million new starts this year? 

Mr. Cote. Well, again it is a definition of terms. The term “need” 
and the term “demand.” My judgment is that the demand is more 
than the houses started in 1956. 1 think there is a greater demand, 
frankly. 

Senator Crark. You are not prepared to define it? 

Mr. Core. Well, I think it is rather an error to attempt to put it 
in exact units and numbers. But I would say to you that my guess 
is that the demand is in excess of 1,100,000 today. 

Senator Crark. Would you be willing to hazard a guess as to 
whether that demand comes largely from middle- and low-income 
families? Perhaps you want to define the word “demand.” I do 
not want to be unfair. 

Mr. CoLe. No, demand to me means—— 

Senator Ciark. Need? 

Mr. Core. No; not need. Demand as I use the term, whether I 
am right or not, to me indicates a willing buyer with money to buy and 
credit rating. That type of demand. 

Senator CiarKk. So, therefore, you, too, are not concerned with 
social need ? 

Mr. Cox. No, no, I am definitely concerned with social need. 

Senator Ciark. Well, then, let’s rephrase the question. Would you 
be in accord that there was a social need of a substantial amount? 
If you look at the second point in that summary of findings which I 
called to your attention, I will rephrase it slightly and ask a question 
of you this way: Do you agree that there are four groups in the popu- 
lation especially hard hit by the present housing shortage—first, low- 
income families; second, middle-income families; third, families of 
minority groups; and fourth, elderly persons? 

Mr. Cote. Yes; and I would add other persons, too. 
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Senator Ciarx. Perhaps you would expand the list. I would like 
to know what other groups you think of. 

Mr. Coir. Well, I think that the low-income, middle-income, and I 
think some families perhaps that would be a little higher in income 
than that are having some problem finding mortgage funds in order 
to purchase the homes they need. 

I think, in other words, that pretty well the cross-section of the 
housing demand has been hit by the tight money situation. 

Senator CuarK. Therefore, the demand does not measure the need ? 
Right? 

Mr. Corr. As I view the words; no. 

Senator Crark. Are you concerned in your official position with 
meeting that need ? 

Mr. Corz. Yes; I am. 

Senator CrarK. Do you have or will you have at a later date some 
recommendations to make to this committee for meeting that demand ? 

Mr. Coir. Yes; we will. 

Senator CrarKk. In the meanwhile, could you tell us whether in 
your judgment Fannie May is helping, to any substantial extent, to 
meet the need of those four groups? 

Mr. Corn. In the secondary market? 

Senator CrarK. Yes. 

Mr. Corr. Yes; I would say so. Toa degree. 

Senator CrarK. It is rather a minimum degree, is it not? 

Mr. Core. Well, no; I do not believe I would say that, Senator. I 
must say to you though that I am not in a position to statistically sup- 
port my comment. I merely say that without Fannie May people in 
the low-income, middle-income, and minority housing demand groups 
particularly would find it much more difficult for them to obtain mort- 
gage funds if FNMA’s secondary market facilities were not in op- 
eration. 

Now, how I prove that, I merely say to you that I know on the basis 
of my discussions and my personal investigation around the country— 
that without the Federal National Mortgage Association operating 
we would be in a much more difficult position than we are now. 

Senator Crark. The reason I am asking you the question, Mr. Cole, 
is because some witnesses testified before this committee yesterday to 
the effect that Fannie May’s secondary mortgage operations were of 
no substantial benefit 

Mr. Corr. I would deny that very definitely. I think 

Senator Crark. To relieving the housing needs of those four groups 
which I just mentioned. 

Mr. Corr. No—— 

Senator Crark. And you deny that? 

Mr. Corr. Oh, I certainly do. 

Senator CLark. But you are making your statement on a basis of 
your opinion and assertion 

Mr. Corr. True. 

Senator Crark. Without statistics to support it? 

Mr. Coir. Well, we have statistics, Senator, which show, as Mr. 
Baughman mentioned to you, for instance, that 46 percent of pur- 
chases by Fannie May were of mortgages $10,000 and less. Well, this, 
as I interpret it, is a quite substantial thing for people with low income 
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or middle income. And certainly we know that many of the minority 
families are able to obtain funds through the secondary market facil- 
ity. But other than that we have—— 

Senator CiarK. Now you are speaking of the secondary mort- 

age— 

Mr. Core. I am. 

Senator Cuark. Not of the special assistance fund ? 

Mr. Cots. Yes, I am directing my comments today—unless you 
direct me to the contrary—to the FNMA secondary market facilities. 

Senator CrarK. Therefore, you would disagree that the secondary 
mortgage operations of Fannie May might just as well be ended be- 
cause they are not providing any real help to the groups in the hous 
7 who need it the most ? 

r.Corx. I think it would be a tragedy to close it up. 

Senator CiarK. I would like you to amplify that a little bit. I say 
to you, Mr. Cole, that the suggestion was made to the committee yester- 
day that most of the people whose mortgages are handled through 
the secondary mortgage operation of Fannie May could in all like- 
lihood get their mortgages anyway from existing private institutions 
if Fannie May did not exist. I take it you disagree with that? 

Mr. Corz. Yes, I very definitely disagree with it. And I think 
anyone—now I won’t go that far. I certainly disagree with that. 

Senator Crark. And you 

Mr. Corz. I started to say I doubt if anybody would disagree with 
me, but , of course, I understand that would be really an erroneous 
statement. 

Senator CiarK. Could I go back to Mr. Baughman for a minute? 

Mr. Baughman, what are your views on the opinions expressed to 
this committee that the present conduct of secondary mortgage opera- 
tions by Fannie May, intent as they are on not losing money, really 
render it difficult and in many instances impossible for people of 
limited financial means to finance the purchase of homes? I have 
particular reference to the discounts, fees, and other charges which 
result in Fannie May paying substantially less than par on most of the 
secondary mortgage operations it engages in. 

Mr. BavcuMan. Well, basically, Senator, in view of the fact that we 
must go out and borrow money at the prevailing market prices, it is 
necessary that we buy mortgages at rates such as I included in my 
statement, the last paragraph in my statement—at such prices that you 
can operate at least breaking even or with some slight profit. Other- 
wise it would be a support program and a subsidy in some manner, 
shape, or form. If you paid par it would probably have to be a Gov- 
ernment operation, because you could not operate a secondary market 
operation. such as we have on that basis. 

Senator CiarKk. Yes, I think that is right. 

The question I am getting to is whether you have any views as to 
whether these housing needs would not be far better met by a Govern- 
ment-subsidy operation than by the present profit-making operation 
which you say you are required to engage in by the congressional 
mandate. 

Mr. Baveuman. Well, I think that we do provide a great deal of 
assistance in the categories you mentioned. Now when you get into 
special housing groups that would not find private capital, if there are 








INCREASED FNMA AUTHORIZATION 147 


such, then I think that that should be a Government-supported pro- 
gram, and that is the purpose of the special assistance program. 

Senator Crark. Let’s just stick to the secondary mortgage opera- 
tions for a moment if you do not mind. You do agree, do you not, 
that those operations would result in your acquiring a great many 
more mortgages and therefore presumably a good many more houses 
would be built if you were not required to make these discounts and 
charges in order to show you are in the black at the end of the year? 

Mr. Bavucuman. I certainly agree to that. We would be buying all 
mortgages, because nobody would compete with us at all, because we 
would be above the market, and if we once get above the market we 
would just buy everything. 

Senator CrarK. And, of course, you do not have anything to do 
with fixing the tight-money policy of the present administration of 
the executive branch. 

Mr. BaucuMan. I am sorry, I donot. I have nothing to do with it. 

Senator Cuiark. I should think you would be glad you do not, not 
sorry you do not. 

One more question, Mr. Baughman. You said, I think, that 46 
percent of the mortgages you now hold are at an average in sums of 
$10,000 or less. Is that right? 

Mr. BavcuMan. That isa test run on mortgages we were purchasing 
over a 4-month period. 

Senator CiarKk. A recent 4-month period ? 

Mr. Baucuman. Yes, it is. It was the latter part of the year. 

Senator Crark. In this staff study, and I read from it, it says: 

Late last month the average mortgage amount for which standby commit- 
ments were issued increased to $13,200. 

Would you disagree with that? 

Mr. Bauveuman. No, that may be a fact in any one week. We get 
standbys—I think the last ones we got in ran about $12,000. These 
are standby commitments you are talking about, which are a very 
small portion of our business. We have only issued $113 million in 
standbys, but we have actually purchased eight hundred and some 
million dollars in mortgages. 

Senator CuArK. What I am particularly concerned with is whether 
you would agree that the average face amount of the mortgages Fannie 
May is purchasing in its secondary mortgage operation is increasing 
and is now higher than it has been and is really going higher all 
the time? 

Mr. Baveuman. Yes; I would agree it is higher than it has been, 
and I would say the average selling price of houses over the Nation 
has increased too. 

Senator CrarKk. The higher the price goes, the higher the mortgage 
goes, the less are the needs of these groups we have been talking about 
being met. Is that not true? 

Mr. BaveuMan. With one exception, providing the builders agree 
to build lower cost houses. 

Senator Ciark. That is right, of course. 

Mr. Cote. May I add another exception? Of course, if their in- 
comes rise, which is a factor, their needs would be more likely to be 
met. 
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Senator Crark. Are you familiar with this study, Mr. Cole? 

Mr. Corr. No, I am not. 

Senator CrarKk. I would consider it a personal privilege if you 
would read it 

Mr. Core. I will. 

Senator Crarx. Because we will probably have you back at a 
later date to ask questions. 

Mr. Cote. I will be very familiar with it, I assure you—as familiar 
as possible for me to become. 

Senator SpaRKMAN. Senator Capehart. 

Senator CArenart. Is it not a fact, Mr. Cole, that during the last 
4 years housing legislation has been liberalized almost continuously 
each year? 

Mr. Cote. Yes; I would believe that is true. 

Senator Carenarr. And is it not a fact that it is more liberal today 
than any time during its history? Isthata fact? 

Mr. Cote. Well, Senator, I dislike to worry about words, but T must 
worry about the word “liberal” for a moment. 

Senator CAPEHART. Well, can we find a better word ? 

Mr. Corer. Sir? 

Senator Carenart. Can we find a better word? 

Senator CuarK. If the Senator will excuse an interruption, it is not 
a word Mr. Cole likes to use very much. 

Mr. Corr. No; I am a liberal. I think of myself as a liberal. 

Senator Caprenarrt. Is it not a fact that the present mortgage terms 
and the downpayments make it easier for poor people, all classes of 
people, to buy today than ever before in the history of FHA? 

Mr. Cote. I think that is true. We are talking about FHA ? 

Senator Caprrenart. Yes. 

Mr. Core. If you are talking about FHA, the answer is yes. 

Senator CaprrHart. Yes. It is easier for people to buy, with less 
downpayment and longer terms than ever before? 

Mr. Core. On the whole the answer is yes. 

Senator Capenart. Is it not also a fact that Fannie May has more 
outstanding obligations and has purchased more secondary mortgages 
and has more money to buy than they have ever had before? 

Mr. Corre. Over a short period of time, Mr. Baughman reminds me. 
Senator, Fannie May has more mortgages in its portfolio now than it 
has ever had, I can assure you. 

Senator SparKMAN. But less money; has it not? 

Senator Caprenart. It is doing more business than it ever did before ? 
Is that the way to put it? 

Mr. Cotr. Over what period of time? 

Senator Carenart. I do not care. Any period of time. 

Mr. Corr. More business? 

Senator Capenart. I mean it is a bigger institution today than it 
has ever been ? 

Mr, Coz. It isa bigger institution, but, Senator, I must remind—— 

Senator Carrenart. It has more money to invest in secondary 
mortgages ? 

Mr. Corr. In secondary mortgages, definitely. 

Senator Caprnarr. It also has more money to invest in the other 
two phases of this business than it ever had before 4 

Mr. Cote. In special assistance funds; yes. 








INCREASED FNMA AUTHORIZATION 149 


Senator Carruarr. And the bill before us again increases its ca- 
pacity to buy secondary mortgages ? 

Mr. Corr. True. 

Senator Carrnarr. The present Federal housing legislation gen- 
erally makes it easier through downpayments and terms and so forth 
for people to buy houses than ever before in the history of the 
Jegislation ? 

“Mr. Coxe. Yes; I think the answer is yes. 

Senator CarrHarr. One other question. Would you be in favor of 
socializing, the socialization of, housing ¢ 

Mr. Cote. No. Definitely not. Definitely not. 

Senator Carenarr. In order to build 2 million houses a year, would 
you be willing to have the Federal Government, or recommend that 
the Federal Government, finance the 2 million houses? 

Mr. Coie. Senator, I am now talking about what I call demand, 

Senator CapeHart. Yes; I know. 

Mr. Corr. That means a willing, able buyer. The answer is no. 
There is no reason for it, no need for it, and no proper program for 
it in a democracy. 

Senator Caprnartr. Why are there only estimated to be about 
900,000 starts, new housing starts, this year! Is that the estimate? 

Mr. Corr. No; I am a bit more bullish. 

Senator CareHarr. You are more optimistic ? 

Mr. Cote. Yes. 

Senator Carenartr. A million one? 

Mr. Cotx. A million one. 

Senator Careuart. Does FHA build any houses? 

Mr. Cott. No; FHA does not build any houses. 

Senator Caprnart. You do not build any houses? 

Mr. Core. No. 

Senator Carenartr. You simply insure the mortgages? 

Mr. Cog. Insure them. 

Senator CarrHarr. For other parts of the private industry of 
America ? 

Mr. Core. Right. 

Senator Capemart. And Fannie May finances only—— 

Mr. Cote. GI and FHA. 

Senator Caprnarr. That is mortgages originated by the private 
enterprise system of the United States? 

Mr. Corr. Yes. 

Senator Caprenartr. You said a moment ago that you would be 
against the Government going into the business of building and 
financing houses? 

Mr. Core. I certainly would—to finance houses for people who can 
pay for them. 

Senator Carenarr. Do you think that this bill before us presently is 
sufficient at the moment to do the job? 

Mr. Coir. Yes, we do. 

Senator Carenarr. What it is intended to do? 

Mr. Corr. Yes, we do. 

Senator Crark. Mr. Chairman, could [ ask one or two more ques- 
tions ? ' ‘ 

Senator Sparkman, All right. 
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Senator Crarx. Mr. Cole, it is a fact, is it not, that the decline in 
housing starts for 1956 over 1955 and the estimated decline in housing 
starts “ 1957 over 1956 is entirely due to the fall-off in FHA and 
VA starts? 

Mr. Cote. Is entirely due? 

Senator Crark. Yes. 

Mr. Core. I would not think so. 

Senator CLark. We had a 

Mr. Cote. I do not think it is entirely due, no. 

Senator CiarK. If you will excuse my refreshing your recollection, 
we had a briefing by the Federal Reserve Board in this committee 
early in January with _— and charts which showed just that— 
that the volume of privately financed housing starts was holding up 
very well 

Mr. Core. It is. That is true, It is holding up very well. I had 
the impression—I’m sorry. 

Senator CiarK. No; go ahead; please finish. 

Mr. Coir. I have the impression, and I may be inaccurate, that 
there is some falling off in conventional, has been, but I may be in 
error. But I would agree with you that the major, certainly the 
vast, amount of the decline in housing starts has been the FHA and 
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Senator Cuark. That must in turn be due to the inadequacy of 
present programs, must it not ? 

Mr. Corr. The inadequacy of present programs? 

Senator CiarK. Yes. 

Mr. Coxe. Well, if you are assuming that the Government can and 
should carry out all of the objectives, then the answer is yes. 

Senator Cuark. That is what you were hired to do, was it not? 

Mr, Corr. No, sir. Definitely not. 

Senator CLark. Your job does not involve encouraging housing 
starts through FHA ? 

Mr. Corx. Yes, it does. That is not the question you asked me, if 
I may be so—I did not 

Senator CuarKk. Well, believe me, Mr. Cole, I do not want to fence 
with you. 

Mr. Corr. No, I know you do not. 

Senator CiarK. What I am trying to get at is whether you would 
agree that the present housing situation is one in which we are going 
to have the smallest number of starts this year, in all likelihood, that 
we have had in a good many years and that that is due—I am not 
blaming you for it one bit- 

Mr. Core. Well, I have my share of the blame in—— 

Senator .CLark. That is due to the fact that VA and FHA pro- 
grams are not achieving the desired number of starts ? 

Mr. Core. Well, I must begin with your first comment, with which 
I am not sure we agree. But let me try to answer your question 
directly. ; 

Certainly the interest rate on FHA when it was 414 and VA at 414, 
in my judgement at least, was not competitive with other long-term 
securities, 

Senator Crark. Mr. Cole, let me interrupt you to say 

Senator SparKMAN. Senator Clark, before you go further, I won- 
der if I might pass this chart to Mr. Cole. It is one presented to us 
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yesterday by the National Association of Home Builders. I think 
it might make a suggestion to you as to the level of maintenance of 
conventional loans and the deep drop in both VA and FHA. 

Mr. Corz. I did not mean to imply there was not a deep drop in 
FHA and VA. Certainly. That is correct. 

Senator Ciark. Parenthetically, Mr. Cole, that was the chart on 
which I was basing my questions. 

Mr. Chairman, I promise I shall be brief. 

Could we agree, then, that there has been a substantial fall-off in 
VA and FHA starts and that that is the primary reason why overall 
housing starts are less? 

Mr. Corr. Yes. 

Senator Clark. We can agree on that? 

Mr. Corr. I can agree on that, yes. 

Senator CLarKk. Senator Capehart asked you a minute or two ago 
whether there were not more and more aids heing given to people in 
lower income brackets. At least, that is the way I understood your 
question, Senator. 

Senator Carenart. All categories. 

Senator CLiark. All categories? 

Senator Capgenart. All categories. 

Senator Crark. Than ever before in history. And I think your 
answer was “yes.” I would like you to direct your attention to whether 
you do not agree that the present program is inadequate and that the 
only way we can get these housing needs met is by a new program 
which will have to take into account the tight money situation and 
which may have to take into account some additional degree of sub- 
sidization. 

Mr. Core. I agree that the present program is inadequate, and we 
will make recommendations for amendments, No. 1. 

No. 2, I do not believe that it is proper policy for the Government 
to subsidize people who are willing and able to purchase homes. 

Senator CiarK. I could not agree more. How about people neither 
willing nor able to purchase homes but who need homes? 

Mr. Coir. We do that. 

Senator CLark. You think you do it at present? 

Mr. Cor. Surely. 

Senator Ciark. [ think I will drop it at that. 

Senator Dovetas. Mr. Chairman ? 

Mr. Corr. In the event you do not understand me, we have a public 
using program. 

Senator Crark. 35,000 units a year ? 

Mr. Corz. [ am talking now about demand. I am not talking about 
need. 

Senator Ciark. I understand, but I am trying to get you to talk 
about need and you do not want to do it, as I get it. 

Mr. Corn. I will talk to you in terms of need if you would like to, 
I would be delighted to. 

Senator Ciark. I do not want to prolong it. 

Senator SarkmMan. Senator Douglas. 

Senator Dovetas. Mr. Chairman, I am always anxious to learn, and 
one learns a great deal from witnesses. But I must confess that I am 
startled at the economic theories advanced on pages 6, 7, 8, 9 and the 
first part of page 10 of Mr. Baughman’s statement which say that, in 
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effect, dividends on preferred stock should be treated as expenses and 
that, therefore, the income tax to the Government should be computed 
only on what is left after these items are deducted. 

As I say, I am very anxious to learn, and I really come as a pupil 
at the feet of these eminent teachers. But every book on accounting 
that I ever studied. made it perfectly clear that dividends were not 
expenses, that they were part of profits, the preferred stock, it is true, 
occupying a senior position to the common stock. The dividing line 
between interest on bonds and dividends on stock is precisely that the 
interest on bonds is a fixed charge but the dividends on stock are paid 
in to profits and are there. So I would say that you are flying in the 
face of all principles of private accounting when you advance this 
theory. 

I would like to find out what the economic justification for it is, 
because it is a most startling thing. 

Mr. BaucuMan. Senator, I will be glad to try to explain it. 

No. 1, with all your accounting theory and practice, I think that 
you will agree that preferred stock— 

Senator Doveras. Am I not correct in my statement of the prin- 
ciples of accounting? 

Mr. Baucuman. On preferred stock as preferred stock. 

Senator Doveias. Now you are proposing to reverse all these time- 
established principles. I would like to get the reason for so 
revolutionary 

Mr. Core. “Liberal” ? 

Senator Dovenas. And subversive, a change in the principles of 
accounting. 

Mr. Baveuman. If you will permit me to go ahead, I would like to 
tell you about it. 

Senator Dovetas. Yes. 

Mr. Baveuman. No. 1, you never see preferred stock with a variable 
interest rate on it. It is usually fixed. Is that correct ? 

Senator Dove.as. Well, there are all kinds of preferred stock. 

Mr. BavcuMan. Yes, but you very seldom see any 

Senator Doveras. Yes, but the fundamental— 

Mr. Baveuman. Let me finish. 

Senator Dovenas. Wait a minute. Don’t start getting the record 
confused on the variations of preferred stock, which are infinite. Let’s 
stick to the simple fact. The interest on bonds is a fixed charge. Not 
an operating cost, but a fixed charge. But dividends on preferred 
stock are not fixed. They are there if there is a surplus or a profit. 

70 ahead now. 

Mr. Baucuman. Well, I want to repeat that the interest rate on this 
preferred stock is variable. It changes from year to year. 

Senator Dove tas. It is not an interest rate. 

Mr. Bavucuman. Dividend. 

Senator Dovetas. It is not really an interest rate. It is paid if 
you have earnings. 

Mr. Cote. Dividend. 

Mr. BaueHmMan. It is variable and changes from year to year. 

Senator Dove.tas. Precisely. ’ 

Mr. Baucuman. That is not quite characteristic of the ordinary 
preferred stock. 
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No. 2, usually when preferred stocks are paid out or retired it is 
at a fixed rate. They do not participate in surplus over and beyond 
that figure. 

Senator Doveras. Well, there is participating preferred stock. 

Mr. Baucuman. You have cumulative preferred stock and you have 
convertible preferred stock, but you very rarely have a participating 
preferred stock over and beyond that. 

Senator Doveras. I have known private issues to have that. 

Mr. BaucuMan. Probably you have, but it is very rare. 

Senator Doves. This the reason why you overturn this time- 
established differentiation? In order to reduce the income tax which 
you pay to the Government and therefore heap the burdens of taxa- 
tion higher on others and to increase the deficit ? 

Mr. Baveuman. But in this particular case, Senator, the pre- 
ferred stock still benefits from the saving that you might have in 
the ordinary tax. It goes into surplus, and the portion the Treasury 
is holding is so great they do get the benefit of it anyhow. 

Senator Doveras. Yes, but I am speaking of the accounting prin- 
ciples. Has this been approved by the Secretary of the Treasury ? 

Mr. Bavcuman. They were consulted at the time. 

Senator Doveras. They were consulted? Did they approve this? 

Mr. Baucuman. I would say yes. I think they are here. They 
can speak for themselves. 

Senator Doueras. Is a representative of the Treasury here? 

Mr. Ecprivgr. Yes, Senator, they approved it. 

Senator Dovatas. Mi ay I say I view this as a possible entering wedge 
instituted by the Treasury as a means of establishing a precedent 
which, if continued, can be extremely dangerous. The "Treasury was 

responsible for getting a tax bill through which gave dividends on 
preferred stock tax privileges as compared to earnings, and now if 
you have the Treasury in this case establishing dividends on preferred 
stock as a business expense, Lord knows what this may lead to. 

I suggest, therefore, that we be extremely careful in scrutinizing 
this item, Mr. Chairman, lest it lead us down the road to disaster and 
make our hair curl at the end. 

Mr. BaucuMan. I just want to say to the Senator that this is an 
income tax equivalent. We do not pay income taxes. We pay an in- 
come tax equivalent. 

Senator Doveias. Equivalent, yes. 

Senator SparKMAN. But that does represent a payment to the 
Treasury? It is taken off, is it not? 

Mr. BaucuMan. Yes, it is. 

Senator Sparkman. You actually make the payment? 

Mr. Baveuman. It does reduce the income tax equivalent and goes 
into surplus for the preferred stock, and 

Senator Sparkman. May I follow that up just a minute? I think 
there is something here that we ought to look into most carefully. It 
is a little puzzling to me. 

At any time will anybody own any preferred stock except the 
Government ? 

Mr. BaucuMan. No; the Government is the only one that can own 
preferred stock. 

Senator Sparkman. In other words, as you pass into a private 
corporation—it is now a mixed corporation—your preferred stock 
passes out of the picture? Is that right? 
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Mr. Baveuman. It is retired by the capital and surplus of the com- 
mon stock, and the preferred stock is retired, and there would not be 
any Government interest in the thing after 

Senator S SpaRKKMAN. So far, then, as the actual dollar benefit to the 
Government is concerned, it makes no difference! 

Is that right ? 

Mr. Baveuman. There is a slight difference, because the common 
stock would share somewhat in the savings of the tax because after 
you arrive at your earnings after the payment of the tax equivalent 
the earnings are split proportionately according to the amount in- 
vested by the preferred and common stock to each 

Senator SparKMAN. Let me ask this question, and I would like the 
representative of the Treasury to listen. He may be the one to answer 
this. This is not the first time that we have had mixed corporations. 
We have had a good many other setups. The Home Loan Bank 
Board, I believe, the Federal Deposit Insurance Corporation, the Fed- 
eral Reserve bank, the Farm Credit System, and perhaps others. And 
some of those have actually passed into private ownership. 

Now, what has been done with those? In other words, is this a 
precedent ? 

Mr. Baveuman. I really cannot answer that question. 

Senator SparkMAN. Can the representative of the Treasury De 
partment answer that? Do you get my question ? 

Mr. Expriner. I think so, sir. 

As we see it, this can be handled in several different ways. There 
are other corporations of the Government, such as the Commodity 
Credit Corporation, which pay interest on its stock. 

Senator eheuitan What corporation ? 

Mr. Expriwwer. The Commodity Credit Corporation I believe it is. 

Senator SparKMAN. Commodity Credit Corporation ¢ 

Mr. Exprwer. Yes. And, as Mr. Baughman pointed out, in this 
case payment is very much like interest in many respects. The rate 
is set by the average rate of interest 

Senator SparKMAN. Wait a minute. Let me ask you this: In the 
Commodity Credit Corporation is preferred stock issued to the Gov 
ernment, or is it simply a loan ? 

Mr. Exvpriner. Similar to capital stock. 

Senator Sparkman. Capital stock? All right. Now, let’s go to the 
Home Loan Bank Board. Was preferred stock issued there / 

Mr. Expriner. I do not know, sir. 

Senator SparRKMAN. How about in the Farm Credit System ? 

Mr. Exprivee. I am not familiar—— 

Senator SparkMAN. How about in the Federal Deposit Insurance 
Corporation ? 

Mr. Exvprince. I do not know if 

Senator SpaRKMAN. Do you know about the Federal Reserve bank ? 

Mr. Exprince. They are not subject to tax. 

Senator SparKMAN. I mentioned those, and there may be a good 
many others, but I mention those particularly because they were simi 
lar organizations, similarly organized. I do not know whether they 
issued preferred stock or the Government simply subscribed to all of 
the stock and gradually sold it out or just how it was done. But I 
think it would throw some light on this matter if we could have an 
answer to that question. I donot know. It might be that this question 
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should be referred to the Finance Committee. I dislike to do that or 
even to suggest it, but you know we get into some pretty bad tangles 
sometimes by handling a tax question in a committee other than 
Finance. 

(The following was received with reference to the above:) 


MEMORANDUM SUBMITTED BY THE TREASURY DEPARTMENT 


The problem involved in the Federal National Mortgage Association legisla- 
tion relating to payment to the Treasury by that Association of an amount 
equivalent to the corporate income tax which a private corporation would pay 
is unique because there is no similar provision in any other corporation owned 
by the United States. This is further complicated because, in addition to the 
payment of an amount equivalent to a corporate income tax, the Association 
is also required to pay to the Treasury a return on the preferred stock of the 
Corporation owned by the Treasury. 

In the case of the Commodity Credit Corporation the United States receives 
a return on its capital investment in the Corporation based upon the following 
provision of law: 

“The Corporation shall have a capital stock of $100,000,000 which shall be 
subscribed by the United States. Such subscription shall be deemed to be fully 
paid by the transfer of assets to the Corporation pursuant to section 704n of this 
title. The Corporation shall pay interest to the United States Treasury on the 
amount of its capital stock, and on the amount of the obligations of the Corpora- 
tion purchased by the Secretary of the Treasury pursuant to sections 713a-1 
to 713a-5 of this title, at such rates as may be determined by the Secretary of 
the Treasury to be appropriate in view of the terms for which such amounts are 
made available to the Corporation” (15 U.S. C. A. 714e). 

This Corporation, however, does not pay into the Treasury any amount 
equivalent to a corporate income tax. It does pay to the Treasury interest on 
any funds which it may borrow from the Treasury for its operating purposes. 
The amount of these borrowings outstanding as of January 31, 1957 is $11,904,- 
000,000, on which interest is paid at rates ranging from 2% to 3% percent. 

The United States has a capital stock investment in the Export-Import Bank 
of Washington, on which dividends are paid when declared by the Board of 
Directors of that corporation. There is no mandatory provision of law requiring 
dividends at any specified rate. In addition, the corporation has been advanced 
$1,204,000,000 at the end of January 1957 for its regular corporate activities on 
which interest is paid at rates ranging from 1% to 2% percent. The Export- 
Import Bank of Washington does not pay any amounts to the Treasury equiva- 
lent to the regular corporate income tax. 

The Federal intermediate credit banks operate with Government capital stock, 
under the Farm Credit Act of 1956, approved July 26, 1956. Their net earnings 
are applied to a number of purposes including : 

“(4) If said bank shall have outstanding capital stock held by the United 
States during the whole or any part of its fiscal year, it shall next pay to the 
United States as a franchise tax, a sum equal to 25 per centum of its earnings 
then remaining, not exceeding, however, a rate of return on such Government 
capital calculated at the rate equal to the computed average annual rate of 
interest on all public issues of public debt obligations of the United States issued 
during the fiscal year of the United States Treasury ending next before such 
taxes due, as certified to the Farm Credit Administration by the Secretary of the 
Treasury” (Public Law 809, ch. 741, sec. 206 (a) (4)). 

The Federal Savings and Loan Insurance Corporation is required to pay to 
the Treasury promptly after the end of each fiscal year, beginning with the fiscal 
year 1951— 

“* * * a return on the average amount, at par, of its capital stock outstanding 
during such fiscal year at a rate determined by the Secretary of the Treasury, 
taking into consideration the current average rate on outstanding marketable 
obligations of the United States as of the last day of the sixth month of such 
fiscal year, * * *” (12 U.S. C. 1725 (h)). 

This Corporation is not indebted to the Treasury for any borrowed money and 
also does not pay into the Treasury any amounts equivalent to the corporate 
income tax. 

The United States does not have any proprietary interest in the Federal home- 
loan banks and those banks are not indebted to the United States for borrowed 
money. These banks also are not subject to the corporate Federal income tax. 
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The United States does not hold any stock in the Federal Reserve banks and 
these banks are not indebted to the Treasury for borrowed money. Also, they 
are not subject to Federal corporate income taxes. 

The United States does not have any capital stock interest in the Federal 
Deposit Insurance Corporation. The capital stock previously held in this Cor- 
poration was repaid some years ago. 

Mr. Core. If I may suggest, the reason we thought not for the Fi- 
nance Committee is we do not think in terms of tax. We think of it 
in terms of a tax equivalent. 

Senator Sparkman. Very good. 

Senator Dougias. There are two quotations from poetry that are 
applicable here. One is, “A rose by any other name would smell as 
sweet.” The other is the celebrated sentence of Gertrude Stein—*A 
rose is a rose isa rose.” But I do not know that there is any difference 
between a tax equivalent and a tax. 

Senator Cirark. Mr. Chairman ? 

Senator Sparkman, All right, Senator Clark. 

Senator Crark. Mr. Baughman, on this arrangement which you 
suggest with respect to the treatment of dividends on preferred stock, 
I have a constitutional objection to using the word “interest” in con- 
nection with preferred stock. This arrangement which you suggest 
is for the purpose, is it not, of enabling Fannie May to show a better 
income statement at the end of a year ‘and therefore to make it easier 
for you to operate at a profit and not at a loss? 

Mr. Baveuman. I would say that is substantially correct. 

Senator Ciark. So that if the Congress should determine that we 
do not want Fannie May to be operated on a profit basis any more, this 
matter would go out the window? 

Mr. Baveuman. That is right. 

Senator CLrark. One more question. Can you tell me the amount 
of debentures of Fannie May now outstanding? 

Mr. Bavcrman. At the present time—in the hands of the public? 
Secondary market operations debentures? 

Senator CLarK. Yes. 

Mr. Baucuman. $400 million. 

Senator Crark. What is the maturity? 

Mr. Baucuman. Well, the next maturity is in August. There are 
different maturities. It is in the statement there. 

Senator Ciark. What is the latest maturity ? 

Mr. BaveHman. September 1957. 

Senator CrarK. In other words, all these debentures are short term ? 

Mr. Baveuman. Yes, sir. 

Senator CrarK. Thank you. 

Senator Sparkman. Nine months, are they not? 

Mr. Barcuman. Nine months. The last one was 8 months, Senator. 

Senator SparKMAN. Is 9 months the maximum so far? 

Mr. Baveuman. Yes; that is correct. 

Senator SparkmMANn. The proposition has been suggested to me that 
if you could issue debentures of a longer term, 3 or 5 years, 10 years, or 
at least much longer than you are doing now, that it would redound to 
your benefit. ¢ ‘ould you comment on that? 

Mr. Bavecuman. Yes. We are considering that in connection with 
our financing. That isa problem that we discussed with the Treasury, 
and I think whenever the time is ripe for such an act that we would 
go ahead and do it—move into longer term. 
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Senator SpARKMAN. Senator Monroney / 

Senator Monronery. Mr. Cole, the bill pending before the House 
Banking and Currency Committee provides for only $50 million and, 
consequently, a secondary market increase of $500 million. 

Mr. Cote. Yes. 

Senator Monroney. Would you comment on whether you think 
that is preferable or advisable over the one before the S Senate ? 

Mr. Coir. Senator, we do not think it is advisable. 

Senator Monroney. Why do you think it is not? 

Mr. Core. Because we do not think it is adequate. We do not 
think it furnishes sufficient funds. And, in addition to it, while it 
was announced by the Congressman who introduced it that it is his 
announced purpose to say that it is an emergency measure and that 
the additional funds will be reconsidered later when we get into our 
overall housing legislation, yet it leaves Fannie May in a rather un- 
certain position. 

We do not think it is enough to maintain adequate liquidity and 
possible revolving of the fund. 

Senator Monroney. You served on the House Banking and Cur- 
rency at the same time I was there, and—— 

Mr. Cote. I know why they did it. 

Senator Monroney. Did you not find it almost a certainty that, 
whenever the funds in the old Fannie May under RFC sank below 
a certain reserve, it was like a run on a bank ¢ 

Mr. Core. Ex actly. 

Senator Monroney. Everybody who had mortgages was bringing 
them in‘ 

Mr. Cote. You have said it better than I did. That is exactly the 
point. 

Senator Monroney. All right. Now my question. Knowing the 
extreme tightness of the mortgage market and the completely frozen 
aspect of it at least out in my part of the country where we have to 
rely heavily on Fannie May as the chart introduced yesterday will 
show—we do not have the headqu: irters of big insurance companies 
or big concentrations of capital—would not the same fact, if you un- 
dershoot the needs on a $100 million increase in capital, result also 
in a run on the bank and finding yourself after a few months in the 
same tight credit situation that you face today / 

Mr. Coir. Senator, it is always a question of judgment. Our 
judgment is $100 million will do it. We think the $50 million would 
not. Itisa matter of judgment. 

Senator Monroney. Well, but 

Mr. Cote. But we think—— 

Senator Monroney. Our experience, and your experience at the 
time you were on the House Banking and Currency Committee, was 
that every time we undershot the increase in Fannie May for the de- 
mand that we expected, we found that within 3 months’ time it had 
gotten so jammed up we had to come back and appropriate more. 

Mr. Cote. If we are wrong 

Senator Monronry. But when we gave them a sufficient oper ating 

capital, we tended then to open up the private market, because the re- 
serves of the secondary market were there and, consequently, every 
mail did not bring in mortgages for purchase by Fannie May. 
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Mr. Corx. That is true, Senator. We, however, after giving the 
entire situation very, very careful thought came to the conclusion that 
the $100 million would do it. 

Senator Monroney. Did you or the Treasury and the Bureau of the 
Budge set the figure ? 

Mr. Cote. It is our figure, but may I—of course 

Senator Monroney. It i Is § arrived at by consultation with others ? 

Mr. Core. And, as the Senator well knows, this is a statement which 
has been approv ed by the executive branch ‘of the Government. 

Senator Monroney. And, of course, the executive branch of the 
Government looks at this added $100 million as an expenditure. Do 
you consider it an expenditure or as an investment that is transferred 
to other securities just as valuable perhaps as the United States bonds ? 

Mr. Core. Well, I do not want to get into an argument about the type 
of security it is at the moment. 

Senator Monroney. It is an investment instead of an expenditure? 

Mr. Core. I must say to you that, of course, I personally look upon 
it as a security. But you underst: ind—if I understand what we are 
discussing—the basis for it. On the other hand, Senator, you are 
aware, of course, that the debentures in the market are in competition 
with other needs of the Government, particularly the Treasury, and, 
therefore, those things must be taken into consider: ation when an 
amount is arrived at. However, irrespective of that, it is our firm 
opinion, our firm judgment, that the $100 million will do the job. 

If we are wrong, we will be wrong. It will not be the first time I 
have been wrong. 

Senator Monroney. It is my opinion you are going to find yourself 
back here again because you have appropriated beneath the needs or 
authorized the credit beneath the needs of ready, willing, and able 
demand for private housing, that you are going to have to spend much 
more in capital of Fannie May than you w ould have otherwise spent 
had you asked for sufficient capital to do the job in the first place. 

Mr. Corr. Senator, as Housing Administrator I view my responsi- 
bility a little bit along the line Senator Clark and I were talking about. 
I view my responsibility to do everything I can to help the nabionty 
production. I think this is part of my job. And, therefore, I assure 
you that, if I felt the $100 million was not sufficient, I would be talking 
very vigorously about it. 

We hope it will do it. We hope it will. But I think Congressman 
Spence asked me this morning if I would guarantee it, and I said, 
“No; I would not. I cannot do that.” But this is our best judgment. 

Senator CiarK. Would the Senator yield ? 

Senator Monroney. Yes. 

Senator Crark. Mr. Cole, or perhaps Mr. Baughman, yesterday 
afternoon Mr. George Goody ear, the president of the National Asso- 
ciation of Home Builders, urged on this committee the authorization 
of $250 million of additional preferred stock, and he said that Fannie 
May was now purchasing at the rate of $140 million a month and 
that, therefore, the additional $1 billion would only last 7 months. 
He pointed out that builders must plan ahead for longer periods and 
they cannot start without assurance of Fannie May support. 

I wonder if either of you gentlemen would like to comment on that 
testimony in the light of your feeling that $100 million is enough? 











INCREASED FNMA AUTHORIZATION 159 


Mr. Bavenman. We have some things taking place—particularly, 
as I said in my statement there, about ‘the 5- percent- interest rate on 
FHA mortgages—which we think will make them more acceptable to 
investors. “And, on top of that, there always is the chance that there 
is going to be a change in the market. There is a possibility toward 
the end of the year that you might have funds in the mortgage market 
that you do not have today. We do not know those things. 

However, we feel that those two factors will have some bearing on 
the amount of mortgages that are coming to Fannie May. 

Senator Ciark. And, therefore, you stick to the $100 million? 

Mr. BavcuMan. Yes, sir. 

Senator Monroney. Have you found in any way that your increase 
of a half of 1 percent in FHA mortgages has loosened up the mort- 
gage market? In my State, your 414’s that were a at 95 are 
selling at 95 today, although ‘they pay 5 percent interest. No builder 
I talked to could find any evidence of a thawing-out of obedit except- 
ing that the buyer is now paying a half of 1 percent more. 

‘At 5 percent, with your discount, that makes about 614 or 614 per- 
cent money on housing, which is higher than the going ‘rate largely 
was before FHA even came into existence and put the Government 
guaranty behind home mortgages. 

Mr. Coir. Well, Senator, the statement which Mr. Baughman pre- 
sented here is some evidence of the fact that the 5 percent has made 
money more available at a better price. How true it is that it has 
not solved the problem. True it is there are still discounts on 5 per- 
cent mortgage money. But our estimate of the market overall has 
indicated that there are less discounts now on the 5 percent—the 
discount is less—because we have raised our prices and these prices 
are based on the market. 

Senator Monroney. Would you supply this committee with your 
going market rate, which I presume you follow? I have very grave 
doubts that you meet the market. I think you fix the market. My 
builders tell me nobody is going to be crazy enough to offer more 
for FHA or GI mortgages than that which is posted down the street 
at Fannie May. It is just like looking up prices on the stock market 
and finding out what a stock is selling for. You are not going down 
the street and pay more for it. 

Mr. Corr. I think you have an interesting point, Senator, and it 
is one about which there is a great deal of debate. We recognize 
that. On the other hand, notwithstanding Fannie May’s secondary 
market facility, today private lenders are buying mortgages at prices 
which are different than Fannie May’s. 

Senator Monroney. They are taking the cream. They are taking 
the $25,000-a-year man and they are trying to get the prime mort- 
gages, and then they are leaving some of the other less prime for—— 

Mr. Coz. No, I would not say so. 

Senator Monroney. Well, of course, I can remember the day be- 
fore we had this private or joint ownership when to discount an FHA 
mortgage below a hundred cents on the dollar almost called for a 
congressional investigation. Now we are doing it by Government fiat. 
We are setting the prices or at least following the market, and which 
one came first is hard to say. 

I mean the velocity of credit also goes by the law of supply and 
demand, and I think this is penurious des aling with Fannie May. If 
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we are going to have a secondary market, then it should be sufficient- 
ly capitalized so it will have some influence on helping to get a better 
housing value up to the buyer on the FHA and GI loans. 

Mr. Coxe. Senator, I think the issue is quite clear on the point 
that you make. If the policy is to be continued and if Fannie May 
is to conduct a facility im the secondary mortgage wieeedt: it is our 
judgment that we can do nothing but price the mortgages below the 
face amount at which they are created in the primary market. Now 
if we make an error in that, we err. But this is our policy. This 
is the policy of the facility. 

Senator Monronry. Is that not a policy of noninterference with 
the private market? But when Fannie May used to operate, it was 
to try to support a Government- -guaranteed mortgage at something 
like what it was worth. 

Mr. Coz. At the unpaid face amount. 

Senator Monroney. But today the policy is different. 

Mr. Corr. That is correct. 

Senator Monroney. You must not interfere with the rate of money 
or the tightness of money because this is a semi-private institution? 

Mr. Cote. No, I do not quite agree with your conclusion. 

Senator Monroney. I did not mean to misinterpret what you said. 
Mr. Corr. I know that, Senator. But what I am saying is this: 
We think FNMA’s secondary market operation does prov ide funds 
in the marketplace. We think it does help people. But we thing that, 
again talking 1 in terms of people ready, willing and able to buy, that 
the primary source of funds to be made av vailable for mortgages 

should be those funds of the savers of the country. 

Now, we think that if the Government enters into competition with 
the trustees of the savings that it will drive them out of the market, 
that it will dry up some of that fund available for mortgages and 
they will invest their portfolio i in other securities. 

Now, our judgment is, right or wrong—but we are quite firm in our 
e Fannie May begins to enter into competition with 
other Secilitions private facilities, then we will drive them out of the 
market and the Government will have to take it all over. That is 
my belief. 

Senator Monroney. Maybe I am pretty naive, but I always dreamed 
of the idea that a Government guarantee against loss at a higher 
interest rate by far than Government bonds were drawing was the 
way we were assisting the private investors. Why else should we be 
guaranteeing the mortgages ! 

Mr. Corr. No, I 

Senator Monroney. Other than to open a new field for investment ? 
Now we come along and we say, “Okay. We have given you this 
guarantee, but now we are going to, when money gets tight or goes 
on a sitdown strike’ ’—which I sometimes suspect it ‘of doing to force 
up interest rates—“bail you out by not giving any secondary market 
other than the lowest dollar figure that you are willing to pay.” 

I do not think you ought to have it both ways. 

Mr. Core. Of course, Senator 

Senator Monroney. I do not think you ought to have a Govern- 
ment guarantee behind this mortgage and then give them another 
take-out at their own price. It is all right if you are sitting there 
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and offering and attempting to support the Government-guaranteed 
market at a little bit above that market if you have got the funds to 
operate on. 

Mr. Corr. Well, we 

Senator Monroney. That was the way the old Fannie May used to 
operate when it was run by RFC, and, may I say, when the Democrats 
were in control. 

Mr. Coir. That is right. 

Senator Monroney. We considered the Federal guarantee on the 
security enough to demand a lower interest rate. Yet on today’s 
prices, with the discounts posted by Fannie May, we are sustaining a 
614 and a 614 percent rate to the borrower, and there is no other way 
around it. 

Mr. Corr. Senator, the other part of the story has to do, of course, 
with the budget. It has to do with how much money the Government 
“un put into these sort of operations. 

Now, from my point of view I want housing to be strong. I want 
the production to be good. And I want to do everything I can to help 
the people of America get housing. I think it is terribly important. 
To me it is perhaps the most important thing that we are doing to 
assist. 

But, on the other hand, Senator, when you begin to change and talk 
in terms of a different type of Fannie May, then we have got to exam- 
ine what the cost of it is in terms of either 

Senator Monroney. Did it cost us one red penny before / 

Mr. Coir. Well, I 

Senator Monroney. Did it not show a profit ? 

Mr. Corr. You see, the question of what the cost is, the question of 
what charge will be against the budget, and how much taxes you pay 
will be determined by the amount of the budgetary expenditure in 
that year 

Senator Monroney. Should we pay a tax when we merely transfer 
our investments? When New York Life buys, say, $100,000,000 worth 
of mortgages, they put $100,000,000 in cash over here, and on the other 
side of the ledger is $100,000,000 worth of prime securities guaranteed 
by the United St: ites Government. That is not an expenditure. It is 
merely an entry showing the investment. Now 

Mr. Corr. Senator, if you 

Senator Monronry. Surely the people in the Treasury and surely 
the geniuses who come down here to work on the budget can under- 
stand that this is not an expenditure that we are talking about. It 
is merely an effort to stabilize behind a Government guaranty a 
secondary market to sustain the steady flow of housing construction, 
lower in cost to the consumer, available to not just the $25,000-a- -vyear 
people but to the man that may have a $5,000 or $6,000 or $8,000 a year 
income. 

Mr. Coir. Senator, I certainly must confess quite a degree of lack 
of understanding of some of the budgetary processes. These budg- 
etary processes were started long before I came to Washington. 

Senator CLark. Part of the folk lore of the Treasury. 

Mr. Corr. It is a matter that was established a long, long time ago. 
And I must say that many of the things that are done I do not agree 
with. But that does not make any difference. The point is if we 
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would ask for $10 billion out of the Treasury, that we borrowed from 
the Treasury, it would be added to the budget—period. 

Senator Monronry. And taxes would be levied to cover—— 

Mr. Corz. Taxes to cover it. 

Senator Monronery. Although the prime assets 

Mr. Coir. This would be the case. It is not a case of this adminis- 
tration, Senator. It is a case of the budgetary processes that have 
been in effect in Government for some conusibereble period of time. 
I do not know how long, and if you are asking why don’t we change it, 
I have no answer. 

Senator Monronry. We should have a capital-expenditure budget 
and an expenditure budget so we can tell where we are. Because there 
are no expenditures involved here. You expect to make money. You 
return a profit on the investment to the Treasury. But now we talk 
about having to raise taxes in order to carry on the protection of I 
think, one of the greatest programs that we have to let people own a 
part of America. 

I think it is important we have this homeownership, and we should 
have it at less than 614 percent on Government-guaranteed mortgages. 

Mr. Corr. Well, so far as I am concerned, we should have it at 
3 percent. I mean 

Senator Monroney. Time has proven 4 to 5 percent is a good range 
and has kept us above the 1 million housing mark and given decent 
housing to millions of people who could not otherwise afford it. 

But the thing I get scared of is you have selectivity. You have 
investigation. You have the assortment through FHA and GI on 
credit before that guaranty is ever issued. Now I find that again 
we take our coats off and go to bat for the private investors and will 
not take all those guaranteed mortgages whose credit risks have been 
approved, where their income is sound, where the house has been 
inspected to see that it is in a good location, that it is in a good neigh- 
borhood, that it will not deteriorate, that the man’s business is not 
seasonal and everything else, that it is of sufficient size to meet his 
family needs. Then we go again through, as I understood the testi- 
mony of Mr. Baughman, another selectivity so we pick out only the 
presidents of banks or presidents of corporations or the gilt-edged 
to take into Fannie May. 

What chance has a little man who does have good credit, who has 
tremendous need for housing but does not qualify as one of the gilt- 
edged, triple-A ratings? 

It seems to me if Fannie May is going to be opened it at least should 
not be selective as to that. The people who need this the most, who 
cannot get it through conventional loans, certainly ought to have their 
mortgagés subject to being bought after approval by FHA and the 
Veterans’ Administration. 

Mr. Corr. I have only one reply. That is, Senator Monroney, if we 
do a disservice to the people who want to buy houses by causing a 
greater impact on the inflationary spiral and thus cause the price of 
houses to go even beyond what they have been doing—it would be a 
disservice. 

Senator Monroney. But we built 1,300,000 last year. 

Mr. Core. 1,120,000. 

Senator Monroney. And more than that the year before? 

Mr. Corer. 1,300,000 the year before. 
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Senator Monronry. That did not cause any inflation. Do you 
think so ? 

Mr. Corr. No; I do not. 

Senator Monronry. At least the administration told us that we 
whipped inflation in that period. 

Mr. Corr. Yes. 

Senator Monroney. Then would building 1 million houses be apt 
to cause inflation ? 

Mr. Corr. No. 

Senator Monronry. Would building less than 1,300,000 be apt to 
rause deflation ? 

Mr. Core. If you put it much less than 1 million, yes, I would say. 
I do not know what figure—— 

Senator Monroney. I am just as afraid of inflation as of deflation. 
As the movie said about the Senator, I am not for deflation or infla- 
tion. Iam for “flation.” 

Senator SparKMAN. Let me ask you, Senator Monroney, to clarify 
my own mind, is it your contention that the $100 million may not be 
sufficient ? 

Senator Monronery. My contention is by sending a boy to do a man’s 
job they are going to wind up back here asking for more, and money 
will be still tighter. 

Senator Sparkman. I know your principle, but you started out 
with the House cutting it in two. Do you feel $100 million may not 
be enough ? 

Senator Monroney. That is what I feel. I started out with $50 
million, and Mr. Cole answered that finally it would tend to cause 
a run on the bank and would not release enough credit. With $100 
million I have my doubts that that will be sufficient. 

Senator SparKMAN. Over what period of time? 

Senator Monroney. Over the next year. We then can take a look 
at, it. 

Senator SparkMAN. May I say that I have some misgivings my- 
self as to $100 million being sufficient to run to June 30, 1958. Asa 
matter of fact, let me say that I was under a misapprehension. When 
you first sent this request in I was thinking you were sending it in 
for the purpose of building up the kitty so that we would have an 
absolutely safe operation up to June 30, 1957, and between now and 
that time you would reexamine the matter to determine how much 
you might have to ask for to carry you over to June 30, 1958. Now 
I am told that is not true and you think $100 million would be suffi- 
cient to run you to June 30, 1958. Is that correct? 

Mr. Cote. We are : asking for an authorization which we think will 
continue Fannie May 's secondar y market facilities. Weare not putting 
a date on it. 

Senator Sparkman. I know, but after all, we go more or less by 
years, because Congress always hopes to get out in July and not 
return until the following January. It seems to me it would be a wise 
policy to build a reserve . that would be safe to carry you so that we 
would not have to rush again in the early part of next year. 

Mr. Cote. I think I should make it clear that this is based on our 
idea that this is a revolving fund. 

Senator SparkMAN. That is true, but it does not revolve very well 
unless you sell those mortgages. 
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Mr. Cote. That is right. 

Senator SpARKMAN. Senator Monroney asked a question. Senator, 
you were not here yesterday afternoon. 

Senator Monroney. No, sir. I am sorry, but I had another com- 
mittee. 

Senator SparKMAN. I want you to listen to this and I want to have 
the comments of both Mr. Cole and Mr. Baughman. We had a builder 
here who had built several hundred houses in Virginia after first get- 
ting approval of the design and everything. Then he started to sell 
them, and he went to Fannie May. We have the credit reports show- 
ing that here is a serviceman whose pay was $3,288 a year. That is 
what he was drawing. 

Here is another one who is a civilian employee, I think of the Gov- 
ernment, drawing $4,100 a year. Yet when he applies to Fannie May 
for houses which, by the way, are selling at about $8,000 and are the 
very type we have been arguing for, F annie May rejects them with 
the simple notation, “U naccepti able secur ity.” 

The people were "found creditworthy, and they certainly have suf- 
ficient income. The house has been approved and the design has been 
approved. It seems to me that just what Senator Monroney sug- 
gested is exactly what Fannie May is doing. They are going out and 
bidding and competing against conventional loans for higher priced 
mortgages—mortgages that are easier to handle. 

I do not think that is what Congress intended Fannie May to do and, 
if the law that we passed changing the structure of Fannie May a 
year or two ago is interpreted to mean that, then I think the sooner 
we change it back, the better off we are going to be. 

By the way, let me say with reference to this $100 million that you 
are asking for, I understand one reason why the House is cutting it to 
$50 million is they want to be certain that Fanny May is back before 
the year is out. If we give you the $100 million, are you coming back 
to give us a chance to work on basic ch: anges in the Fannie May law 
before the year is out ? 

Mr. Corr. Oh, yes. Oh, yes. By that I mean—— 

Senator Sparkman. I want to say to you in all earnestness, I for 
one, and I know a great many other Members of the Senate and of the 
House, and people out all over the country are very much concerned 
about the way a May has been operating. We changed the 
language last year. You remember those words, “within the range 
of market prices.” WwW e did it believing—at least it was my impres- 
sion—that we were giving Fannie May a little more flexibility, but it 
seems to me they have operated in just the opposite way. Not only 
have they been content to compete with the private market and go 
after the best securities at the lowest price they could possibly get 
but it seems to me they have not just followed the market down ‘but 
he nm led it down. 

I do not believe that Congress ever intended Fannie May to operate 
that way. 

Mr. Baughman, you may remember Senator Fulbright, the chairman 
of this committee, introduced a bill last year to require Fannie May to 
pay par for all mortgages. I believe that was not exactly it, because 
there were some technicalities in it, but roughly that was ‘the purpose 
of it. At least it was to keep them from going down so far—to set a 
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floor below which they could not go in their discounts. We did not 
pass it. 

Fannie May objected to it, and instead of that asked for this 
flexible language, which we gave them. However, I think we made 
it very clear then that we did not like the discounts which were being 
allowed then, and goodness knows the lowest we had then were around 
97, or something like that. 

I have letters and telephone calls from people all over the country 
telling of discounts down to 92, and down to 90. 

Senator Monroney. 90. Sure. 

Senator SparKMAN. This mortgagee Fannie May rejected had to 
sell his on the private market at 901% I do not believe that that is 
backing up the guaranties that the “Federal Government made. I 
want to emphasize what Senator Monroney has said. I think it is 
utterly ridiculous to have the Government come in on housing pro- 
grams and guarantee the payment, as they do in the case of the vet- 

erans, for all practical purposes at 100 cents on the dollar, and to in- 
sure FIA mortgages, and then have an agency that is supposed to 
back them up, and then have the mess that we have today. 

I want to say to you in all frankness that I do not know what the 
answer is, but I believe there is something wrong with the present 
operations, and I hope you gentlemen will “help us between now and 
June 30 to work it out. 

Mr. Coir. Mr. Chairman, we will be happy to help you in any way 
we can, but we must recognize, however 

Senator SpaARKMAN. I oe there is one way we can, and that is 
to change the philosophy. I do not think Congress ever intended 
Fannie May should be a money-making oper ation. 

Mr. Corr. Congress can change it very easily. 

Senator SpARKMAN. Yes, and I think they will. 

Mr. Corr. That is Congress’ prerogative, of course. We do not 
think Congress has changed it at all. We think we are carrying out 
the policy Congress directed us to. 

Senator Sparkman. I do not think you are carrying out what Con- 
gress intended. We may have adopted your language in changing 
Fannie May—— 

Mr. Coir. We testified before this committee last time that this was 
the method of operation. We tried to make it very clear that this 
was the policy. Now Congress did not change it. We will continue— 
and I want to say it very clearly—we will continue to operate the 
secondary market facility on the same policy until Congress changes 
it. And you expect us to do that. 

Senator Monroney. Does that same policy make you selective ? 

In other words, do you have to take the upper cream of the mort- 
gages to be guaranteed, or do you turn down the ones that are run of 
the mill ? 

Mr. Core. No, we do not take the cream of the mortgages, Senator. 

Senator Monronry. The information I have—and Senator Spark- 
man has—is that you are turning down army officers, and a $10,000 a 
year man was turned down because he could not qualify, although he 
had a position with one of the finest companies in Oklahoma. 

Mr. Corr. May I read you the section on secondary market 
operations? 
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Sec. 304. (a) To carry out the purposes set forth in paragraph (a) of section 
301, the operations of the Association under this section shall be confined, so far 
as practicable, to mortgages which are deemed by the Association to be of such 
quality, type, and class as to meet generally the purchase standards imposed by 
private institutional mortgage investors and the Association shall not purchase 
any mortgage insured or guaranteed prior to the effective date of the Housing 
Act of 1954. 

That is the statutory policy we are carrying out, and we are going 
to carry it out as long as this is the statute. 

Senator Monronry. Do you want to keep the position of being 
just as selective as J. P. Morgan or the New York Life Insurance Co., 
or anybody else, in their investments ? 

Mr. Core. No, Senator. 

Senator Monronry. Although maybe they are operating out of New 
York and Hartford, Conn., and putting. money into Oklahoma and 
Kansas. You know how tight our money is. You are from Kansas. 

Mr. Core. I definitely do. 

Senator Monrkoney. It does not stop over there. You do not get 
that big money out there. 

Mr. Coxe. It will alw: ays be true, Senator. 

Senator Monroney. But if you are going to be as selective in Fannie 
May in Kansas, let us say, as Travelers Insurance Co. is for its mort- 

age loans in Hartford, then you are not going to get anything except- 
ing the blue-ribbon triple- A type of loans, which ought to go to the 
conventional market. 

Mr. Core. I seem to remember that one of the Senators is complain- 
ing about the fact that we were getting much less than the triple-A 
blue ribbon mortgages. 

Senator Dove.as. I will have something to say about that. 

Senator Sparkman. I have been watching the expression on Sen- 
ator Douglas’ face. 

Mr. Corr. Gentlemen, I make it very clear we think we are follow- 
ing the policy of the statute. I do not see any other thing to do. Per- 
sonally and officially we think it is right. 

Congress has a right to disagree and tell us what to do, and if Con- 
gress does we will do everything within our ability to carry out their 
intent. 

Senator Monroney. I ask a very simple question. Why did we 
guarantee the mortgages in the first place ? 

Mr. Coir. Why do we guarantee bonds? The Government bonds 
do not sell at par, but they are certainly guaranteed and secured. 

Senator Monronry. But we are not buying them at the price we 
are selecting. 

Mr. Corr. Because the statute tells us not to, and we should be in 
a position to sell them in the private market. It is a very simple 
thing. 

Senator Monronry. You are interfering more with the private 
market when you take the cream than when you take the run of the 
mess, you might say. 

Senator Spark AN. Senator Douglas. 

Senator Dove.as. May I say that I think it is quite possible Fannie 
May has rejected many good mortgages, as apparently in this case, 
because I am told this builder later went and got money from the 
private market, and in the whole 900 houses there was only 1 fore- 
closure. 
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Mr. Cotz. He got it at 90. x 
Senator Dovetas. I think it is true the good citizens of Oklahoma, 


and Arkansas, and western Kansas, and Colorado, and so forth, have 
suffered at the hands of Fannie May. 

Senator CiarK. And we have some in Pennsylvania. 

Senator Douenas. Let me say this: I understand both Mr. Baugh- 
man and Mr. Cole say that since Fannie May furnishes a secondary 
market under the conditions laid down by the statute, it must be run 
on the same principles as private business. 

Mr. Corr. No. 

Senator Dove.as. That is your contention ? 

Mr. Cote. No; lLamsorry. It isnot my contention. To approach as 
nearly as practicable considering the type of corporation it is. 

Senator Doveras. Oh, now you are saying it has a public interest 
mixed in it, but I understand the testimony will show you said it 
should be run as a private corporation—on the same principles as 
a private corporation. 

Mr. Coxe. Generally. That is right. 

Senator Dovegias. We would assume then, would we not, the qaul- 
ity of the mortgages held by Fannie May would be substantially sim- 
ilar to the quality of the mortgages held by private investors in the 
real estate field. Is that not true? 

Mr. Bavenam. I would say to a degree, but not entirely. 

Senator Doveuas. To a degree? 

Mr. Bavenman. Yes, sir. 

Senator Dovuaias. How much of a degree? 

Mr. Bavenman. Well, private investors change their minds as to 
what they buy from time to time. As the market tightens up they 
get more restrictive in their purchases. 

Senator Dove.as. I know, but if you are a private institution and 
following the standards of the private market, as you say you are 
directed to, you expect the quality of the mortgages which you hold 
in Fannie May to be substantially similar to the quality of the mort- 
gages held, for instance, by insurance companies. 

Mr. Bavucuman. Well, they are not quite that strict, but neverthe- 
less, I would say—— 

Senator Doveras. But you expect that, do you not? 

Mr. Baveuman. The trend would be in that direction. 

Senator Dovueias. Mr. Chairman, for some time I have been ask- 
ing that a survey be made of the quality of mortgages held by Fannie 
May compared with private investors. The staff now has prepared 
a report and I ask to have it circulated among the members and 
witnesses and members of the audience, and I invite attention to the 
results. 

As I understand it, this covers approximately 1 million mortgages 
held by the insurance companies, and several hundred thousand 
mortgages held by Fannie May. Will you please distribute this as 
quickly as possible ¢ 

Senator CLtarK. Will the Senator yield? 

Senator Doveas. Yes, I will yield, bat I would like to have any 
comments that are going to be made put at the end of the answer to 
my question. 

Senator CuiarK. I will wait then. 
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Senator Dove.as. I will say this covers a very large sample. One 
million mortgages of the insurance companies. It covers a great 
deal of work and I would now like to take up the results. 

I ask that this be made a part of the record at an appropriate time. 

Senator Sparkman. That will be done. 

(The analysis referred to follows:) 


Percentage of mortgages foreclosed 


| 
FNMA! | Insurance 
companies 
| 
| 





0. 27 
) 


. 52 


Federal Housing Administration- --- . Ms . : | 7.0 
Veterans’ Administration. __- 1.5 


1 Total portfolio holding as of Sept. 30, 1956. 


Percentage of mortgages delinquent 


companies 


| 
FNMA! | Insurance 


Government-supported (excluding title LX defense housing) 1.3 0. 55 


1 Total portfolio holding as of Sept. 30, 1956. 


Percentage of 4-, 44%4-, and 444-percent mortgages held 


FNMA! Insurance 
companies 


4 percent Federal Housing Administration___._-- | 13.7 2.1 
4% percent Federal Housing Administration 47.5 | 15.0 
416 percent Federal Housing Administration | 38.8 | 82.9 
4 percent Veterans’ Administration 76.0 18. 1 
414 percent Veterans’ Administration 24.0 71.9 


1 Includes all 1-4 family dwellings held as of Sept. 30, 1956; does not include project mortgages. 


Percentage of mortgages held with various equities 


FNMA! Insurance 
companies 


Equity of less than 10 percent _- ie 84.7 46 
Equity of 10 percent or more : | 15.3 54 


1 Secondary market operations only as of Oct. 30, 1956. 


Percentage of mortgages held with various maturities 


| 
FNMA! | Insurance 
companies 


25 years or less 23.9 95 
Over 25 years ; aici 76. 1 5 


1 Secondary market operations only as of Oct. 30, 1956. 


Senator Dovue.as. If we take the percentage of mortgages fore- 
closed, Federal Housing Administration mortgages held by Fannie 
May, 7 percent have been foreclosed, and only twenty-seven one- 
hundredths of 1 percent have been foreclosed in the case of the 
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insurance companies. So Fannie May has 28 times the number of 
foreclosures as the private insurance companies. 

In the case of the Veterans Administration it is 1.5 percent, whereas 
the insurance companies have only .52 percent, which means that 
the Veterans Administration has three times as many as the in- 
surance companies. 

If you eliminate Title IX, Defense Housing, which probably should 
be eliminated, you have on Government-supported mortgages under 
Fannie May 1.3 percent of foreclosures on mortgages, ‘and for the 
insurance companies .55 percent of delinquencies, or two and one- 
half times as many delinquencies. 

Now let us look at the interest rate. It will be noticed that Fannie 
May has been primarily purchasing below the interest rate of 414 
percent. You have 61 percent, whereas the insurance companies have 
only 17 percent, in the mortgages of 414 percent or below. On the 
other hand, on mortgages of 41% percent you have 24 percent and 
the insurance companies have 72 percent. 

Let us take the percentage of mortgages held with various equities. 
Take those with equities of less than 10 percent. You hold 85 percent 
of those mortgages that have equities of less than 10 percent, whereas 
the insurance companies have only 46 percent. On equities of 10 per- 
cent or more you have 15 percent of your money and the insurance 
companies have 54 percent. 

Let us take the duration of mortgages of 25 years or less. You have 
24 percent and the insurance companies have 95 percent. Over 25 
years you have 76 percent and the insurance companies have 5 percent. 

I think the evidence is clear that the mortgages held by Fannie 
May have a much larger percentage of foreclosures than private in- 
dustry; a much larger percentage of delinquencies than private in- 
dustry; that they are concentr: ated primarily in the lower-interest 
groups, whereas the insurance companies are in the high-interest 
groups; that you take those with low personal equity and the insur- 
ance companies take those with high equities; that you take the long- 
time maturities and the insurance companies take the short- time 
maturities. 

In short, instead of operating as a commercial institution you 
operate as a happy dumping ground for inferior securities and then 
come in here and say, “We are purely a private business and we cannot 
be asked to do any of these things.” Whereas I submit what you have 
done has already been to discriminate, and to discriminate in favor 
of the securities which are slightly sour. 

Having shot that broadside, I will subside. 

Senator Monronrey. May I ask Mr. Cole a question there? 

Is it a fact that the great number of GI and Federal Housing Ad- 
ministration mortgages which are insured go generally to the ¢ $10,000 
to $12,000 home ? 

Mr. Cote. Oh, yes. 

Senator eee. And for that reason you have a higher amount 
of most of these mortgages / 

Mr. Cote. Very true. 

Senator Monroney. There is no requirement for a private insur- 
ance company to take the run-of-the-mill paper at all? 

Mr. Coir. The Senator from Illinois, Senator Monroney, is far 
more qualified to discuss the statistical analysis than I am, but I would 
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say on a quick glance at this report I believe after examination of the 
bases of the statistics that I would not agree with the Senator’s con- 
clusion. There are some factors about it, after examination of the 
bases under which the percentages are shown, which would indicate 
to me that I have a difference of opinion with the Senator about 
his conclusion with respect to the percentages shown here. 

For instance, I do not know, Senator, but I would ask this kind of 
a question about the reba orrenins -supported, excluding Title IX, 
Defense Housing, where we have 1.3 percent and the insurance com- 
panies have 0.55 percent. There are a number of titles in there, Sena- 
tor, in the Government-supported, where the insurance companies 
would have almost a negligible amount in their portfolios and the 
Government took them over. Again I am talking off the top of my 
head, but I would like to examine this. therefore, and reply to it. Tam 
sure that some other comments could be made. 

Senator Dovetas. IT want to make just one comment, if I may, Mr. 
Chairman. I am not necessarily opposed to or defending these figures. 

Mr. Corr. I understand. 

Senator Doveras. But I do want to point out if it is in the public 
interest to take the risks which Fannie May has taken, then should not 
the public have something to say about the risks which are taken; and, 
if it is a risk in the public interest for Fannie May to take holdings 
with low equities and where the maturities are for long periods, and 
where the personal risks seem to be high, why is it not also in the 
public interest for Fannie May to provide housing for minority 
groups at favorable interest terms, for elderly people, for large fami- 
hes, for cripples, and so on? I think that is a point that should get 
into the record. 

I say this without unkindness. 

Mr. Corr. I understand. 

Senator Doveras. You fellows come here with a dual personality. 
On the one hand you say it is a private corporation and should not be 
expected to do these things. Then when we find you are taking mort- 

gages which are inferior in quality, you say that is what you are 
expected to do. So I would like to point out that you should be 
consistent. 

Mr. Corx. As I see the statistics, it does include those mortgages 
purchased—it does include those mortgages purchased by Fannie . May 
under the other program—the special support yrogram under the man- 
agement and liquidating function which wotild ¢ cause Fannie May to 
buy mortgages not selective as they have under the secondary market 
facility. We will check the figures as against the secondary market 
facility and then the analysis or the comparison would seem to be 
more accurate. It must include the management and liquidating 
function because it shows 4 percent mortgages and we have not pur- 
chased 4 percent mortgages. 

Senator Doveras. I would like to have Fannie May at some time 

make an answer to these figures which have been compiled at great 
expense. 

Mr. Cote. Thank you. We would be delighted to. 

Senator SparkMAN. If you will let us have a written statement we 
will incorporate it in the record at the same point. You asked this 
to be printed in the record, did you not? 

Senator Dovatas. Yes. 
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Senator Monroney. You will include the purchases under the pres- 
ent corporation and divide the liquidating function from your present 


portfolio purchases ? 
Mr. Coie. Yes. 


FEDERAL NATIONAL MORTGAGE ASSOCIATION, 
Washington, D. C., February 13, 1957. 
Hon. JOHN SPARKMAN, 
Chairman, Subcommittee on Housing, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


Dear Mr. CrainRMAN: When Mr. Cole and I were testifying before your sub- 
committee on February 7, 1957, with respect to Senate Joint Resolution 38, 
Senator Douglas placed in the record certain information described as “ a com- 
parative analysis of the portfolios of FNMA and large insurance companies, in 
terms of their holdings of Government-supported mortgages.” You requested 
that we, also, submit a written statement for incorporation in the record at the 
same point. 

It was my understanding that Senator Monroney asked that we include in our 
written statement, to the extent feasible, a comparable analysis restricted to 
KFNMA’s relatively new secondary market operations. That information is as 
follows: 

[Percentages] 


| 
! TEA) VA | Overall 
ithaca ett aa Li le ETT ele 
Mortgages foreclosed _.-_. ; aaa nee 0. 059 0. 062 0. 061 
Mortgages delinquent_. 5 | eo .83 .72 
Mortgages held, by interest rates: | 
4 percent__.. ‘ : : ‘ | 0 0 0 
444 percent 0 0 0 
414 percent_. ; 100 100 100 
Mortgages held, by equities (as of purchase date): 
Equity of less than 10 percent . (4) |-- 84.7 
Equity of 10 percent or more 3) 15.3 
Mortgages held, by maturities (as of pre ase date): 
25 years or less_. 7 : . a aa (‘) a 23.9 
Over 25 years.....---... ee ‘ ented ( eles 76. 1 


1 Unavailable. 


It will be noted from the foregoing that in some instances FNMA’s experience 
appears to be more favorable than that of the insurance companies. However, 
I am satisfied there is no proper basis for comparison. The principal reason is 
that the portfolio of the secondary market operations of FNMA is necessarily 
much newer than the portfolios of the insurance companies. 

I should bring to your attention a question concerning the statement in the 
comparative analysis that 7 percent of FNMA’s combined portfolios of FHA 
mortgages and 1.5 percent of its combined VA portfolios have been foreclosed, as 
compared with the insurance companies’ experience of 0.27 percent and 0.52 
percent, respectively. Because foreclosures, like sales and repayments, repre- 
sent a form of portfolio liquidation, it would seem that a more nearly accurate 
conclusion might result from comparing the overall number of mortgages fore- 
closed with the total number purchased. Such a table is as follows: 


| 
| Percentage 
Purchases Foreclosures of foreclo- 
sures to total 








| purchases 
Federal Housing Authority — ‘ | 241, 394 | 9, 630 3.96 
Veterans’ Administration___..._.__- : be 428, 496 | 4, 525 1. 06 
I iit atencceen kw rien ceric einaletalen — 669, 890 | 14, 155 2.11 


If FHA title IX mortgages are excluded from the above calculations (under 
the Government program FNMA purchased more than 95 percent of the title 
IX mortgages—hence insurance company holdings, if any, would be insignificant), 
the FNMA ratio of both FHA and total foreclosures would be less than 2 percent. 
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We believe that our foreclosure experience is not unfavorable, especially when one 
remembers the nature of FNMA’s activities over a long period preceding the 
establishment on November 1, 1954, of the secondary market operations. 

The comparative analysis indicates a delinquency ratio for FNMA’s combined 
portfolios, exclusive of title IX mortgages, of 1.3 percent as compared to the 
insurance companies’ ratio of 0.55 percent. About 96 percent of the delinquencies 
relating to FNMA’s mortgages pertains to the portfolio of the management and 
liquidating functions. That portfolio, as you know, comprises mortgages acquired 
under FNMA’s “old” support activities. I should mention, also, that the current 
portfolio of the management and liquidating functions is the residue after more 
than 47 percent of the total purchases have been liquidated. Since sales account- 
ed for about 81 percent of the total liquidation, the quality of the remaining 
portfolio was undoubtedly affected adversely to some degree by purchaser prac- 
tices of selecting mortgages meeting their particular requirements. We feel 
that the 0.72 percent delinquency ratio of the secondary market operations, re- 
ported earlier in this letter, compares very satisfactorily with the experience of 
private investing institutions. 

For the full information of the subcommittee, we are appending to this letter 
a comprehensive table which presents information concerning KF NMA’s three 
mortgage portfolios: (1) The secondary market operations, (2) the special assist- 
ance functions, and (3) the management and liquidating functions. 

With further reference to the so-called comparative analysis, the data furnished 
by the reporting insurance companies was, I understand, based upon samplings 
of their respective FHA and VA portfolios as contrasted with FNMA’s entire 
portfolio. We do not know to what extent the samplings accurately represented 
the actual status of the FHA and VA portions of the insurance company port- 
folios and whether the selected portions of such portfolios were sufficiently simi- 
lar to the FNMA portfolio as to be the subject of a proper comparison, It is gener- 
ally recognized, I believe, that figures, as such, can be misleading and, unless sup- 
plemented by proper explanatory data and background material, may convey 
meanings which are altogether different from those which were intended. I 
am informed that the subcommittee’s staff is currently engaged in preparing a 
comprehensive report regarding the nature of FNMA’s portfolio as compared with 
the portfolios of insurance companies and other large mortgage investors. It 
is indeed unfortunate that this statement was not available to your subcommittee 
on February 7. In the circumstances, it is hoped that final judgment regarding 
the matter will be reserved pending submission and analysis of the report of 
the subcommittee’s staff. 

If I may furnish you additional material or data concerning the activities of 
the association, please call on me. 

Sincerely yours, 
J.S. BAUGHMAN, President. 


Summary of FNMA portfolio and certain characteristics thereof by types of 
operations as of Sept. 30, 1956 


A. PURCHASES 


| Number of Percent 

Type of operations | mortgages of total 
purchased | 
| 


Management and liquidating functions__ 633, 900 94. 63 
Secondary market operations. _- ; 35, 762 5. 34 


Special assistance functions__- ; 228 . 03 


WO Toh. cinco ; 4 669, 890 100. 00 
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Summary of FNMA portfolio and certain characteristics thereof by types of 
operations as of Sept. 30, 1956—Continued 


B. PERCENT OF MORTGAGES FORECLOSED 


Number of Number of | Percent of 


Type of operations mortgages mortgages | foreclosures 
YI I 
purchased foreclosed | to total 
purchases 

Management and liquidating functions 633, 900 | 14, 133 | 2. 23 
Secondary market operations_ - - 35, 762 22 . 06 
Special assistance functions 228 

Total ; 669, 890 14, 155 2.11 


C. PERCENT OF MORTGAGES DELINQUENT 


Number of Number of | Percent of 

Type of operations mortgages in| mortgages mortgages 

portfolio delinquent delinquent 

: ‘ . : - . | 
Management and liquidating functions 338, 099 5, 534 1. 64 
Secondary market operations 35, 236 255 72 
Special assistance functions 228 

Total 373, 563 5, 789 1.55 


D. PERCENT OF MORTGAGES WITH INTEREST RATES OF 4, 44, AND 44% PERCENT 


Percent 4 percent rate 414 percent rate | 444 percent rate 
Type of operations Total of total 
portfolio | portfolio 


Number} Percent} Number) Percent}; Number) Percent 


Management and liquidating | 
90.51 | 221,673 65. 6 47, 655 14. 1 68, 





functions | 338,099 | 20.3 
Secondary market operations.| 35, 236 | 9. 43 35, 100. 0 
Special assistance functions 228 06 100. 0 


Total 373, 563 100. 00 | 221, 673 59.3 47,655 | 12.8 | 104, 235 | 27.9 
E. PERCENT OF MORTGAGES WITH VARIOUS EQUITIES (AT TIME OF PURCHASE 
10 percent 5-10 percent 0-5 percent No down- 
Total or more payment 
Type of operations mortgages 
purchased 


Num- | Per- | Num- | Per- | Num- | Per- | Num- | Per- 
ber | cent ber cent ber cent | ber | cent 
| 
Management and liquidating 
functions 633, 900 @) | @ @ ‘P@y 4@ Qs a 1 eS 
Secondary market operations | 
(at Oct. 31, 1956) | 41,743 6,395 | 15.3 | 9,186 | 22.0 | 14,562 | 34.9 11,600] 27 


Special assistance functions 228 (‘) (1) (1) (lt) | @¢®) | @ | (!) a) 


1 Not available. 


F. PERCENT OF MORTGAGES WITH VARIOUS MATURITIES (AT TIME OF PURCHASE) 


Under 20 20-25 years 25-30 years | Over 30 
Total mort- years | years 
Type of operations gages pur- j i ses it OS) 
chased | 
Num- | Per- | Num- | Per- | Num- | Per- | Num- | Per- 
ber cent ber cent ber cent ber } cent 
Management and liquidating | 
functions. - - 633, 900 () (‘) (1) @) | @Q) Q) | @Q) () 
Secondary market operations | | 
(at Oct. 31, 1956) 41, 743 527 | 1.3 9,421 | 22.6 | 31,793 | 76.1 | 2 
Special assistance functions. - 2283; (@) | @ | @& (4) Ye |; | @® | @ 


i Not available. 


88029—57———-1 
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Senator Sparkman. I think there is a great deal in the suggestion 
Senator Doulas made that it shows by its actual operations that it 
has been regarded as operating in the public interest. For instance, 
it is shown here that Fannie May has a very high percentage of mort- 
gages with equities of less than 10 percent. It seems to me that is 

easily explained by the fact that we require, or rather under your 

regulations which I think certainly have our approval, that you buy 
the mortgages not more than 4 months old. We want to dispose of 
them as fast as possible, so naturally you would have a high percentage 
with low equity, because you have the relatively new mortgages all 
the time. 

Before I get away from it, I want to ask a question with reference 
to special assistance funds. Various witnesses before us have called 
attention to the fact that there is a shortage also of special assistance 
funds. That has been quite impressive to me at least 1n respect to sec- 
tion 213. 

Mr. Baughman, what is the situation with reference to that ? 

Mr. Baveuman. With reference to section 213, we have used up 
through commitments or purchases all of the $50 million except, I 
think, one hundred and some thousand. 

Senator Sparkman. That program is moving along quite satisfac- 
torily, is it not? 

Mr. Baucuman. Yes. It has taken on quite an impetus in the last 
6 months. 

Senator SparKMAN. I assume you have not obtained the Budget 
Bureau clearance on this idea, but I am wondering why we are not 
requested to add something to that. 

Mr. Cox. It is in our other legislation, Senator. 

Senator SparkMAN,. Later on? 

Mr. Cotz. Yes. 

Senator SparkmMAN. But we are thinking here about operating 
right away. 

Mr. Core. I understand that. 

Senator Sparkman. How much is your request in the other? 

Mr. Coxe. $50 million. 

Senator Sparkman. I hope you would not object too strongly if 
we put some of that in this bill. 

Mr. Cote. We are not asking for it, Senator. My official position 
here is such that I cannot ask for it before this committee now. 

Senator Sparkman. I realize that, but I am suggesting that you 
would not protest too greatly if we exercise our prerogative and put 
some of it in this bill. Will you check on that? Has the request been 
sent up yet? 

Mr. Coz. No. 

Senator Sparkman. To either committee? 

Mr. Corz. No. 

Senator Sparkman. I would like Mr. Carter to check with you and 
find out something about what you have in mind as to the request that 
will come up. 

Mr. Cote. Yes. We will be happy to talk with him. 

Senator SparKMAN. Very briefly I would like to go back to this 
discount proposition and call your attention to a little exchange be- 
tween me and Mr. Baughman last year. I know there were “other 
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members of the committee who discussed that, too. I donot want to be 
repetitious, but I find I said this there: 


Senator SPARKMAN. Well, Mr. Baughman, the thing that gives me concern— 
and I am sure this is the thing that moved Senator Fulbright, too, to initiate 
this legislation and has moved others to suggest some kind of legislation—is 
the discount practice that has grown to rather serious proportions. Do you 
have any suggestion as to how that can be reached? 

Let me say this: I cannot quite go along with what you seem to think in your 
statement or seem to point out that we should not be concerned with the different 
levels at which mortgage money is available in different parts of the country. 

I realize that these factors enter into it, but my concept of FNMA has been 
from the beginning that it did have some responsibility in that field. I have 
felt that it has been administered, certainly at times, so as to give stability 
to the general market when it was bad and at other times to reach certain 
difficult situations or areas. 

Am I wrong in my concept of the function of FNMA? 

Mr. BAUGHMAN. I would just like to say this: Under the old FNMA which 
was a Government-financed operation, there were no differences between the 
prices paid in various sections of the country. I would say under our special 
assistance operations which are in effect today, which is again financed by the 
Government and covers special housing programs, that there is no difference 
between prices we pay in any section of the country. 

I do want to say this: that we are now talking about the secondary-mortgage- 
market operations. 

The secondary-muarket operations, as I said in my statement, are financed 
generally by private funds. We hope eventually they will be financed entirely 
by private funds, and it is difficult to understand why it, being partly owned 
by the Government and partly owned by the stockholders and financed with the 
funds of private investors, should go out and attempt to stabilize or regulate 
the prices of mortgages all over the United States. I don’t believe it is a 
function of a private secondary-mortgage-market organization. 

Senator SPARKMAN. Well, I wonder then if we made a mistake by changing it. 

I have long supported the idea of a privately owned secondary-market opera- 
tion such as we are trying to convert FNMA into at the present time, but it does 
seem to me that certainly one purpose ought to be to have a generally stabilizing 
effect. 

Mr. BauGHMAN. I think the natural result of the FNMA secondary-market 
operating is a stabilizing effect. I think you will see that. 

Now you saw a period of time in the last year when money was very hard to 
get, and 

Senator SPARKMAN. It was pretty slow. 

Mr. BAUGHMAN. Yes. 

Senator SPARKMAN. And the discount rate became pretty high. 

Mr. BAUGHMAN. Yes. And, of course, we only hear of the very worst cases. 
I don’t think it was quite as bad as some of us heard, and there were not many 
cases where mortgages were selling as low as we did hear in many sections of 
the country. However, I think the market is improving, and if FNMA were to 
exercise sufficient foresight and had been organized a little longer and estab- 
lished a little better, I think we could have had a much greater effect on the 
market last year than we did. 

Senator SPARKMAN. In other words, you anticipate that as it grows stronger 
on this new capitalization it will be able to have a greater influence on the mar- 
ket itself? 

Mr. BAUGHMAN. I certainly do. 

It seems to me that exchange last year showed pretty clearly 
there were other exchanges similar in effect to that—it showed ve ery 
clearly what our thinking was, namely, that Fannie May ought to 
exercise an influence on the market instead of simply following the 

market, or seeking to compete with the conventional mortgage market. 

Senator Dovuaetas. A beneficent influence rather than a ‘maleficent 
influence. 

Senator Sparkman. You ought to exercise a strengthening influ- 
ence rather than following it down and, as I have s: aid | often, it seems 
you lead it down. 
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Mr. Baveuman. I am sorry, I do not quite agree with the Senator. 
In Fannie May our prices are established—necessarily they are estab- 
lished after market prices are determined in certain areas. We do not 
determine them first. So I would say, therefore, our prices are within 
the price range, and I would say in the upper bracket of that range. 
When I said as the secondary-market operations get of some size and 
some experience—and, of course, we have had a very unusual situa- 
tion in the last 6 months, and I do not know whether it will be repeated 
or not, and I hope not—but I do think if we were of some size and had 
sufficient capital to make ourselves felt, I think we would have more 
influence on the market prices, and I think as we grow—we are still 
pretty young and are only 26 months old—and as we grow we will have 
a much greater effect on the market than we do now. 

Senator SparkMAN. You are in agreement, I presume, with what 
Senator Monroney said; that, by strengthening your position as far as 
your authorized capitalization is concerned, that in itself might have a 
strengthening effect on the market ? 

Mr. Baveuman. If I understand the question correctly, is that the 
difference between $50 million and $100 million ? 

Senator Sparkman. Well, yes. Or Senator Monroney may have 
suggested even more. In other words, he compared it to the run on a 
bank, 

Mr. Baveuman. In my testimony before the House I made that 

very statement this morning, that I thought the $50 million was insuf- 
ficient and it gave no adequate assurance, and would create doubt in 
the minds of a lot of the builders and lenders and financial institu- 
tions, as to the continuity of Fannie May. Therefore I recommended 
that it should be $100 million, and I felt it would be of longer duration. 

It is expected if the market i improves, it may be suflicient to take care 
of it. We hope it will, and we so rec ommend. 

I do think $50 million would be a mistake. 

Senator Monroney. Would not an adequate amount be more apt to 
improve the market than an inadequate one ? 

Mr. BavucuMan. Yes, but what an adequate amount is I do not 
know other than what I have said. 

Senator Monroney. That is for the committee and the Congress to 
decide. I personally am afraid that the same effect will be had by 
$100 million as you fe ar from the $50 million. I think you are send- 
ing a boy to do a man’s job in this tight money market. 

Senator Crark. What I do not understand, Mr. Baughman is, if 
you are lending at the rate of $140 million a month and your extra 
billion dollars will be exhausted in 7 months, and this money is sup- 
posed to go for a year and 6 months, why you think $100 million is 
enough. T know there is something about a revolving fund, but you 
will not be able to unload very many of these mortgages unless the 
whole situation changes drastically. 

Mr. BaveuMan. That is true. The market would have to improve 
before we sell. Your $140 million figure is not our figure. It is some- 
body else’s. 





Senator Ciark. It is somebody else’s figure of what you are buying 


and you think it is incorrect ? 

Mr. Baveuman. Yes; it is. 

Senator Crark. What is the correct figure of your average monthly 
purchases over the last few months? 
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Mr. Baveuman. Well, I think it would probably be somewhere 
around $110 million, or somewhere in there. 

Senator CLark. Even at that you will not get through this calendar 
year; will you? 

Mr. Bauguman. Unless there is a fall off in the submissions to us 
and the market improves. 

Senator Cuark. I should think there would be a fall off in the sub- 
missions under current terms. I can understand that. But, in that 
event, you will not be rendering any public service; will you? 

Mr. Baveuman. You are t taking the position there is not going to 
be any fall off but an increase in submissions, and we feel there will 
be a slight decrease in the amount of offerings to us. 

Senator CrarK. I am suggesting that the terms on which you buy 
when added to the other conditions like tight money, which the ad- 
ministration prescribed, are going to probably result in a drying up 
of the number of your submissions, unless you get back to the old basis 
on which Fannie May used to operate and find some way to cut your 
interest rate. 

Mr. Cote. You are making an assumption that the market will con- 
tinue as it is, or tighter from now on. 

Senator Crark. I am making the assumption from what T heard 
from Mr. Martin, of the Federal Reserve Board, and what I under- 
stand the policy of President Eisenhower to be. 

Mr. Corp. But it could change. Talking in terms of the competition 
of mortgage financing with other long-term securities it is quite pos- 
sible—it is possible that the market situation could change. There 
are a few straws in the wind. It is possible the market could change 
and mortgage securities could be more competitive in the general mar- 
ket later this year than they are now. 

Senator Crark. I am not going to argue with you, Mr. Cole, be- 
cause it is your agency. 

Mr. Corr. That is our business. 

Senator CLark. You think $100 million is enough and I am raising 
a very wide eyebrow on that in the light of other testimony we have 
had. 

Mr. Chairman, if I might, I would like to get back briefly to this 
special assistance fund which you raised a minute ago. 

Senator Monronry. Before you leave that subject of the money 
becoming more available, I would like to read into the record at this 
point a front-page article from the highly authoritative Wall Street 
Journal of this morning: 


BcUsInESS BuULLETIN—A SPECIAL BACKGROUND REPORT ON TRENDS IN INDUSTRY 
AND FINANCE 


HOME MORTGAGE RATES SOAR-—TO 7 PERCENT OR MORE IN SOME CITIES 


Interest rates as high as 7.2 percent are charged by a savings and loan associa- 
tion in Los Angeles. As rates climb elsewhere, terms of conventional loans get 
tougher. In Houston, for example, the scale varies from 5.25 to 7 percent, with 
the lower rate applied only to new homes in the best locations where the owner 
puts up 50 percent of the purchase price. Many lenders shy away from all 
except the best secondhand home loans: Boston bankers restrict the life of the 
mortgage to 14 or 15 years. Loans at the 4%4 percent GI mortgage rate are 
few and far between. Some bankers predict an upturn in FHA loans as a result 
of the hike in the permissible rate from 4% to 5 percent. 
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Second mortgage interest rates go through the roof in some instances. A few 
Los Angeles lenders reportedly charge up to 25 percent, including discounts. 
They offer a 10 percent return on money placed with them. 

As elsewhere, Detroit builders cut back home construction plans in this tight 


money market. 

Mr. Corr. We have had years, and will have, in which the market 
changes, and it will do it again. 

Senator Dovexas. Are you predicting a depression, Mr. Cole? 

Mr. Cox. No, sir. Definitely not. 

Senator CLark. Perhaps you are predicting cheap money. 

Mr. Core. No, sir. Not cheap money, but I am talking in terms 
now——— 

Senator Doveras. You are not predicting you will have a depression 
that will make your hair curl, because you have a lot more hair than 
the men who are making that prediction. 

Senator Ciark. Could I pursue this matter of the special assistance 
funds, Mr. Baughman ? 

IT am unable to understand why you are so solicitous about getting 
an additional authorization for the secondary mortgage operation of 
Fannie May, and have not come in here and asked for an increase in 
the special assistance funds under section 213, which appear to be 
practically exhausted. I wonder if you would explain that point of 
view. 

Mr. Baveuman. The basis of why we are not in here today on that 
was it was intended our new legislation on the overall housing pro 
gram would include our special assistance functions. 

Senator Ciark. Is there not just as much of an emergency in sec- 
tion 213 as there is in the security mortgage operations as far as the 
running out of your authoriz: ition is concer med # ? 

Mr. Bavenman. At the time we prepared this legislation we were 
not out of money on section 213. 

Senator CLiarx. Would you have any objection to this committee 
including a reauthorization of section 213 special assistance funds 
as part of this authorization ? 

Mr. Cote. I will have to answer that as Administrator. I tried to 
answer it carefully before. 

Senator Ciark. I did not understand your answer. 

Mr. Core. It is an open secret we are going to ask for $50 million. 
We have not done it because our legislative program has not been 
transmitted to Congress yet. I am not in an official position to do it, 
so I cannot. 

Senator Crark. The reason why you did not do it now is because 
you consider that less urgent than the secondary mortgage need ? 

Mr. Corr. No. 

Senator Cirark. What I am trying to find out is why did you come 
in with the secondary mortgage need first ¢ 

Mr. Core. First things come first. 

Senator Ciarx. That is what I say. It is more important. 

Mr. Coir. No. I go to sleep at night and try to stay awake in d: \v- 
time. It is not more iinportant that I go to sleep than that © stay 
awake. First things come first in point of time. 

Senator Ciark. All right, Mr. Cole. Since you are in an answering 
mood, I call your attention to the $100 million allocation for urban 
renewal special assistance under sections 220 and 221. I think on this 
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matter at least me and I are in accord, and I think you are somewhat 
disappointed, as I am, at the practical results of sections 220 and 221 
since they were written into the act. 

Mr. Corr. I am not satisfied with the progress of the urban rede- 
velopment program. Yes. 

Senator Ciark. It is my understanding only $8,831,000 out of that 
special assistance allocation of $100 million has been used so far. Does 
that sound about right? 

Mr. Core. Yes. 

Senator Cxiark. I had a situation arise in Pittsburgh yesterday 
where an application for a section 221 loan was made to your agency, 
where I understand there would be some 400 units available for oc- 
cupancy and it would be of great help to minority groups in that area. 
My understanding is the only thing that keeps the application from 
being ap proved is the fact t! iat Fannie May is insisting on charging 
5 percent interest on the mortgage. 

I wonder if you have any comment on that? 

Mr. Corr. Not Fannie May. 

Senator CiarKk. It is my understanding, Mr. Cole. 

Mr. Core. I am being educated. Just a moment. Let us let Mr. 
Baughman answer that. 

Senator Ciark. It was my understanding—and check me, Mr. 
Baughman, if I am incorrect—this application was processed through 
the Federal Housing Administration and they said under section 221 
they could not let them have the money unless Fannie May bought 
the mortgages, and Fannie May would not do it at a lesser rate than 5 
percent and they could only swing it at 414 percent. 

I wonder if you have any comment on that ? 

Mr. Baueuman. I don’ t know how far along it has gone on FHA. 
I know about the case in Springhill or some place out there and on 
single family, and that is what this is, section 221, relocation, the rate 
of interest on FHA has been 5 percent since December 4, 1956. 

Senator Ciark. That is by administrative ruling, is it not? 

Mr. BaveuMan. Yes, sir. 

Senator CLiark. And not by statute ? 

Mr. Baveuman. That is correct. 

Senator Crark. You weren’t required by anybody to raise the 
interest rate to 5 percent ? 

Mr. Corr. Senator, this is where we are confused. Fannie May 
didn’t raise the interest rate. FHA did. I am responsible for that. 

Senator Crark. Mr. Cole, I suggest you take a look at that because 
it is my view—— 

Mr. Corr. I will take a personal look. 

Senator Ciark. That kind of application is just the sort of thing 
your agency was organized to give credit to and just the sort of thing 
that Fannie May ought to be “buying. I hope you will give a very 
vareful look at that when it comes before you, as I assure you it will 
very shortly. 

Senator SeparkMAN. Fannie May was directed to buy at 99 cents 
on the dollar, but that could only be after the mortgage was ready 
for delivery. 

Mr. Core. That is right. 

Senator SparkMAN. Anything else? 

Senator Carenart. Anyone? 
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Senator Doueuias. Are you asking whether the hearings are over or 
whether we are through with the witness ¢ 

Senator SparKMAN. Both. 

Senator Doveias. Well, I have one more 

Senator SparkMaNn. Let me say this: I had hoped that we might 
have just a short executive session, and I would like all members to 
stay if they can because we do have a quorum present. 

Go ahead, Senator Douglas. 

Senator Doveas. It refers to the question of the increase in bank 
credit which will be pumped into the economy by the proposal which 
is advanced. 

In effect, you are asking that a billion dollars in purchasing power 
be made available in the ‘secondary mortgage market and the home- 
builders want this money in the secondary mortgage market. because 
it will then enable more home to be finane ed and built. 

The question I would like to raise is where does this monetary pur- 
chasing power come from ? 

I have been studying the reports of the Federal Reserve Board and 
the Council of Economic Advisers and the publications and rulings 
of the European central banks and they are saying that in all the 
countries the rate of investment is exceeding savings and that the 
difference is made good by borrowings from commercial banks which 
create credit, which is then placed at the disposal of the capital- 
using industries. This, they say, is the chief cause of inflation and 
that it has been shown in the 1 ‘apid rise in the price of capital goods; 
in other words, that the inflation which exists in the economy is pri- 
marily in the field of capital goods, and this is due to the fact that 
investment is exceeding savings, so that the investment is not merely 
a transfer of purchasing power through the savings process from 
consumers’ goods but is a net in addition to the stream of monetary 
purchasing power through the banking mechanism. 

Now you are going to get a billion dollars more of credit. Part of 
of this you aim to get from the private money market through the 
sale of 9-month debentures. Isn’t that true? 

Mr. Corr. That is true. 

Senator Doveras. That will be from banks primarily: isn’t that 
true? 

Mr. Core. We find that there is a spread, Senator, of investors in 
the security beyond the commercial banks. 

Senator Doveras. But isn’t it primarily from the commercial 
banks ¢ 

Mr. Coz. Sorry ? 

Senator Dovetas. These are 9-month pieces of paper. Won't this 
money come primarily from the commercial banks ? 

Mr. Corr. I am sorry. I don’t understand your question. 

Senator Dovetas. Won’t this $400 million come primarily from 
the commercial banks, or any additional money which is borrowed ? 

Mr. Core. I really am not qualified to answer that. 

Senator Doveras. I think that is true. The 9-month paper will be 
primarily commercial banking paper, and it is the essence of com- 
mercial banking that the banks create the credit. They make the 
loan, and then ‘they make the loan in the form of a created deposit 
against which checks are drawn, so that, to the degree that this is 
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financed by the commercial banks, it will result in the addition of 
further bank credit, the creation of further monetary purchasing 
power which does not come from savings. It comes from the opera- 
tion of commercial banking. 

Mr. Coxe. I would agree with you, Senator. 

Senator Doucias. Good. 

Now let us take the amount which you get from the Treasury. 
This has not been out of taxes, has it ? 

Mr. Core. Not out of taxes? 

Senator Dove.as. No. 

Mr. Corr. Well, it has an impact upon the amount of taxes. 

Senator Doveras. I know, but it is not met out of taxes. It is met 
by the sale by the Treasury of probably 5-year notes in securities 
which they take. 

Mr. Cote. Well, they obtain their funds in various ways. 

Senator Doueias. Yes; but the Treasury obtains its funds prima- 
rily, does it not, for the short-time notes—and these are relatively 
short-time notes—from the commercial banks. The commercial banks 
will set up deposits and this will constitute their purchase of short- 
time notes. 

Isn’t this true? 

Mr. Coir. Senator, I am not qualified to discuss that. 

Senator Dovueias. Well, now, this is a fundamental question. 1] 
think what I am saying is true. That is the way the short-time fi- 
nancing of the Federal Government is met, through the commercial 
banking system. I think you find that that will be true in this case, 
too. 

Mr. Corx. We feel, however—and I must say it is feeling, rather 
than being able to prove to you statistically—that some of this invest- 
ment does go into the hands of corporations and other buyers of the 
securities. 

Senator Doveias. Some of it may, but in the main it comes from 
the creation of bank credit not representing savings. 

Mr. Core. I think that may be right. 

Senator Doveuas. O. K. This isa very fundamental question. 

What is happening, therefore, is that banks are lending short and 
the investments are long, and what is happening, in the second place, 
is that you get a further injection of monetary purchasing power for 
the demand of steel and bricks and cement, and so forth, and so on, 
and if full employment continues, or substantially full employment 
continues, this will mean inflation. 

Now, if we are going to have deflation, which you do not prophesy, 
then this may be necessary as a corrective. But if we are to go along 
on the high levels predicted by the President, the Council of Economic 
Advisers, and so on, then what you are going to have is a further injee- 
tion of money into the economic blood stream—not a diversion of in- 
vestment—and further inflation and, therefore, it seems to me that 
you are adding to the ills of society. 

May I ask if this program has been approved by the President, the 
Bureau of the Budget? 

Mr. Corr. Yes, sir; it has. 

Senator Doveias. Been approved by the Budget ? 
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Well, I would say they were suffering from schizophrenia, Mr. 
Chairman, and that they should be given the treatment of a compe- 
tent economic psychiatrist. 

Senator Carenart. I didn’t get that word. 

Senator Doveias. Schizophrenia—divided personality. 

Senator Carenart. Meaning dual personality ? 

Senator Dovenas. Multiple, not dual—multiple. 

Senator Carpenart. Dr. Jekyll and Mr. Hyde? 

Senator Doveras. Well, multiple. 

Senator Caprenart. I noticed you were sort of getting twisted 
there a minute ago on your love for liberality and also your fear of 
tight money. You are making a good case there for exactly what: is 
happening in the United States, and I would like to ask you this 
question : 

Isn’t it a fact that the mistake was made years ago when we did 
not sell our bonds over long, long terms? We sold too m: iny Gov- 
ernment bonds on short terms, and we had a $275 billion debt. If 
two-thirds of it had been in long-term bonds, we would have been 
better off today. 

Senator Dovetas. Just a minute. If we had taxed during war- 
time it wouldn’t have been necessary to borrow from the banks, but 
your party prevented a decent tax program from going through. As 
a result, the Government had to call on the banks. 

Senator SparKMAN. Don’t you think we might reserve that for 
the Fiscal] Commission study ¢ 

Senator Dovenas. Yes. 

Senator Carenart. If I remember correctly, we had a Democratic 
President during the war, Democratic Congresses, and we poor Re- 
publicans—— 

Senator Sparkman. Are there any other questions to ask at this 
time? 

Senator Ciark. Mr. Chairman, could I just ask that the record 
show a request to Mr. Cole to submit at his convenience his com- 
ments on the staff study furnished by the staff of this committee so 
that we may have that available as we consider more permanent 
legislation ? 

Mr. Corr. Oh, yes. 

Senator Crark. Thank you. 

Senator SpaRKMAN. Thank you, Mr. Cole and Mr. Baughman. 

Several letters and statements have been received which will go 
into the record. 


STATEMENT OF SEABORN P. COLLINS, Past NATIONAL COMMANDER, THE AMERICAN 
LEGION IN CONNECTION WITH HEARINGS ON GENERAL HOUSING LEGISLATION, 
BEFORE THE HOUSE VETERANS’ AFFAIRS COMMITTEE, ON FEBRUARY 1, 1957 


Mr. Chairman, ladies and gentlemen of the committee, my name is Seaborn P. 
Collins. I am a past national commander of the American Legion, and I wish 
to thank you, Mr. Chairman, for allowing me to appear before the committee in 
connection with the legislation now under consideration. 

The current acute shortage of available funds for veterans’ loans is of im- 
mediate concern to us all. 

Many proposals that are before your committee are addressed in part or in 
whole toward this problem, and to that extent they touch upon the chief thing 
that the American Legion is interested in in this connection, namely, a flow 
of funds must be assured which will adequately meet the demands of those 
veterans having veterans’ home-loan entitlement whose financial responsibility 
is comparable to that of the millions of veterans who have already used their 
entitlement. 
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We would be surprised if any fundamental change in the essential nature of 
this program is called for. That the program has worked remarkably well for 
more than a decade is clear evidence that the basic principles of the original bill 
were as sound as its authors dared hope in their most optimistic moments back 
in 1944. 

The Congress did an excellent job in enacting the Servicemen’s Readjustment 
Act of 1944. The American Legion is also proud of the part it played in its 
development and support. The home-loan provisions alone have proved them- 
selves well worth while. 

In the early years of the VA home-loan program the chief problems and the 
occasional failings of the law were mostly related to its administration. 

The Congress interested itself in the administrative soft spots and has pro- 
vided legislative tools and appropriations in the intervening years which have 
today superimposed a highly creditable administration upon a set of principles 
which have long since proved their soundness. 

Certainly, in any attempt to solve the present problem of a shortage of avail- 
able funds for veterans’ home loans, care should be taken not to do violence to 
those fundamentals of the program which have made it effective and sound. 

While the World War II home-loan program has served much of its purpose, 
the biggest demand for home loans for Korean veterans lies ahead of us over 
a period of at least 8 years. 

The American Legion hopes for a solution to the shortage of funds which will 
provide a flow of mortgage money on a reasonably constant basis under private 
auspices. 

We hope this Congress will find such a solution. We are grateful to you, 
Chairman Teague, and to the members of your committee, for making this prob- 
lem your first order of business in this Congress. We agree that the present 
emergency warrants this early consideration. 

Veterans, particularly those of modest means, are inordinately affected by 
the burden of tight money; meanwhile, credit continues, without visible im- 
pairment, to flow in record-breaking amounts into industrial expansion and into 
shorter term and higher yielding consumer loans. 

Conventional first mortgages now command 6 percent interest in most areas of 
the country. The FHA rate was recently raised to 5 percent. The VA rate 
remains at 4% percent. It is this situation which is drying up GI loan funds 
at their source. 

The entire field of housing—particularly low-cost housing, low-down-payment 
housing, and long-term-mortgage housing—is now profoundly disturbed by what 
almost borders on runaway premiums and charges for money in the open market. 

The American Legion is not at all certain that those persons whom the Con- 
gress wants to assist in homeowning under the VA program will continue to 
become homeowners under any proposals which focus narrowly on VA home 
loans to the exclusion of the total national credit situation. 

From December 4, 1956, when FHA increased its interest rates, the veteran 
has found himself unable to bid for mortgage money competitively within the 
framework of the present national economy. Naturally we would prefer to see 
FHA interest rates rolled back to 414 percent if, by doing this, both VA and FHA 
could successfully compete for funds in the mortgage market. 

The American Legion believes that congressional control of interest rates is a 
primary and necessary fundamental of the VA home-loan program. Recogniz- 
ing the nuwelcome realities of present conditions, the national executive com- 
mittee of the American Legion has recently adopted a report recommending ap- 
propriate legislation be enacted by the Congress to provide the Administrator 
of Veterans’ Affairs with the same authority to regulate interest rates on VA 
loans as the FHA Administrator now exercises over FHA loans under the Na- 
tional Housing Act. 

Further, as chairman of this special housing committee, I have this to offer 
toward a solution: 

1. Recognizing that the basie disturbance occurs outside the field of veterans’ 
affairs, we support a thorough reexamination of the Nation's financial and credit 
structure to determine the adequacy of our banking system to support today’s 
economy : and 

2. To meet the emergency that now exists in the veterans’ housing market, we 
would, rather than expand the direct loan program beyond its present scope, 
recommend (a) that section 501 of the Servicemen’s Readjustment Act of 1944 
be made a part of the special assistance functions of FNMA, and (6) that Con- 
gress expand FNMA’s preferred stock, to provide that agency with sufficient 
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borrowing power in the private securities market, to continue its secondary mar- 
ket operations in needed volume. 

For the ready information of the committee I attach a copy of the report of 
the American Legion’s special housing committee. 

This concludes my formal statement. 





REpPorT OF SPECIAL COMMITTEE To INVESTIGATE PROCEDURES NECESSARY TO ASSURE 
Fiow or GI HoMeE LOAN FUNDS UNDER PRIVATE AUSPICES 


To National Commander and Members of the National Executive Committee: 


In accordance with the action taken by the 38th Annual National Convention 
of the American Legion in Los Angeles in September 1956 under resolution No. 
523, entitled as above, this committee met in Washington on December 9, 10, and 
11, 1956. The mission of the committee, as stated in the above resolution, was 
to consult with officials of the Veterans’ Administration, Treasury, Federal 
Reserve Board, and Federal Home Loan Bank Board on procedures necessary 
to assure a flow of GI home loan funds under private auspices; and further, that 
this special committee report to the 1957 spring meeting of the national executive 
committee. 

The national commander named the following to serve on this special com- 
mittee : 

Seaborn P. Collins, of New Mexico, Chairman 
A. Andrew Boemi, of Illinois 

Harry R. Fruehauf, of Michigan 

James W. Doon, of New Hampshire 

Edward T. Foster, of Nebraska 

All members were present at the meeting in December except Mr. Fruehauf. 

The committee was assisted by able members of the Washington and New 
York staff. 

As directed by mandate, the committee called in and heard testimony relevant 
to the subject of the investigation from the following representatives of the Goy 
ernment : 

Thomas J. Sweeney, Director, Loan Guaranty Service, Veterans’ Adminis- 
tration 

Philip N. Brownstein, Assistant Director, Loan Policy and Management, 
Veterans’ Administration 

Guy G. Noyes, Staff Member, Board of Governors, Federal Reserve Board 

Oakley Hunter, Acting Administrator, Housing and Home Finance Agency 

Albert Robertson, Chairman, Federal Home Loan Bank Board 

W. Randolph Burgess, Under Secretary of the Treasury 

The members of your committee were cognizant of the problems of the dwin- 
dling of GI mortgage money for months before the first meeting of the committee. 
The committee also had for its study statements by informed American Legion 
members in all sections of the country before it met. 

The initial meeting of the Committee was held on December 9, in executive 
session, 1 day previous to hearing representatives of the Government. The com- 
mittee, as a result of its own studies and familiarity with the situation, observed 
the following influences at work in the country which were and are acting to 
curtain the availability of GI mortgage type money. 

The current continued expansion of business activity, unprecedented demand 
for schools, roads, and other needed public facilities and the high rate of Govy- 
ernment building, have taxed, and continue to tax, the Nation’s supply of credit. 
These demands, at the higher interest rate which they afford the investor, have 
increasingly attracted money that previously was available for housing. 

Many months ago the GI lending program began to feel this competitive pre 
sure. At that time, lenders began to charge increasingly large discounts to the 
sellers of homes to veterans, in order to compensate them for the below-the- 
market interest rate, which was fixed by Congress in 1944 and amended in 1953. 
During this period Government bond interest rates rose from a low of 2% 
percent to a current rate of 3144 percent. Tax exempt municipal bonds went from 
a low 1% percent to current rates that are in excess of 4 percent. 

The committee looked with concern on the decreasing availability of GI loans, 
and these only at higher and higher discounts. This discount practice, although 
legal, is looked on with disfavor by all thinking elements in the industry. It 
endangers the excellent existing VA appraisal system, encourages sharp prac- 
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tices among lenders and builders, and makes the veterans’ preferred interest rate 
a fiction. 

It was this situation which led the 1956 National Convention of the American 
Legion to authorize the appointment of this committee. The committee observed 
at its first meeting on December 9 that since the convention the situation had 
become progressively worse, and was accelerated in that direction by the %- 
percent increase of the FHA interest rate on December 4. 

As a practical matter, the committee noted that there has been a 30-percent 
decline in builder and lender applications for appraisals for GI loans in the 
first 10 months of 1956 as compared with a like period in 1955. 

This drop in applications Was of concern to the committee because it will not 
permit the orderly ‘phasing out” of the World War II program as mandated 
by the 1956 convention: nor will it permit the Nation to fulfill its obligation 
to the Korean emergency veterans numbering about 5,800,000 of whom some 
nearly 3 million are expected to seek homes under the K-vet GI plan. 

The representatives of the Government met with the committee on Monday, 
December 10, and in a full day of statements and questions, they effectively cor- 
roborated and amplified the previous observations of this committee regarding 
those aspects of the national economy, which today affects housing credit in 
veneral, and GI mortgages in particular. 

It is the feeling of your committee, based upon its own studies and the testi- 
mony of the Government representatives, that the nonavailability of mortgage 
funds for GI loans constitutes an emergency. The committee feels that the 
American Legion should present its views to Congress early in January. 

In analyzing this situation, your committee sees three possible positions for 
the American Legion to adopt. 

1. The American Legion could accept the status quo and recommend that 
Congress leave the GI mortgage program as it is today. In the opinion of 
this committee there would be but one result. Ina very short time the funds 
available for GI mortgages would become so negligible as to add up to no 
program at all. This would encourage the absorption of the VA home-loan 
program by the FHA, which the American Legion has long opposed. 

2. The second possibility for the American Legion would be to urge the 
expansion of the direct-loan program by the Government to veterans seeking 
homes. In the opinion of this committee such a move in areas where private 
funds would be available under realistic competitive conditions would be a 
further inflationary step in a period when inflation is one of the most serious 
problems faced by our national economy. Any further inflation would destroy 
the real value of insurance, pensions and savings, and be particularly harmful 
to our comrades of World War I and their widows, many of whom will not 
have the opportunity to rebuild their assets. Further, such a program would 
be contrary to longstanding policies of the American Legion, reiterated at 
its last national convention, urging the reliance of the American people upon 
a free enterprise system. 

3. The third choice would be to make such changes in the legislative strue- 
ture of the GI bill as would permit the veteran at all times to be in a com- 
petitive position for housing credit. 

Accordingly, then, your committee recommends as follows: 

That, the American Legion recommend appropriate legislation be enacted by 
the Congress to provide the Administrator of Veterans’ Affairs with the same 
authority to regulate interest rates on VA loans as the FHA Administrator now 
exercises over FHA loans, under the National Housing Act. Under this type of 
legislation the Administrator of Veterans’ Affairs would have the authority 
within realistic legislative limits to increase or decrease rates to meet the condi- 
tions of the time. In a period of such as this he would have had the authority 
to increase the rate in time to have assured the continued flow of GI loans under 
private auspices and the present emergency would be adequately met. 


WasuHineton, D. C., February 8, 1957. 
Hon. JoHN J. SPARKMAN, 
Chairman, Subcommittee on Housing, 
Senate Committee on Banking and Currency, 
United States Senate, Washington, D.C. 
DEAR SENATOR SPARKMAN: Your subcommittee has just concluded hearings on 
Senate Joint Resolution 38 to provide additional funds for the Federal National 
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Mortgage Association. The American Life Convention and the Life Insurance 
Association of America did not seek an opportunity to present a witness inasmuch 
as our witnesses appeared before you during the last session of Congress on simi- 
lar legislation. 
However, we do wish to submit the attached statement reiterating the views 
presented at that time and to ask that it be made a part of the hearing record. 
Sincerely, 
AMERICAN LIFE CONVENTION, 
CLARIS ADAMS, 
Vice President and General Counsel. 
LIFE INSURANCE ASSOCIATION OF AMERICA, 
EUGENE M. Tors, 
General Counset. 


STATEMENT REGARDING SENATE JOINT RESOLUTION 38 BY THE AMERICAN LIFE 
CONVENTION AND THE LIFE INSURANCE ASSOCIATION OF AMERICA SUBMITTED 
FEesRuARY 8, 1957 


The views of the life-insurance business regarding Senate Joint Resolution 
38, which by authorizing additional borrowing capacity for FNMA would en- 
able it “to give additional assistance in relieving the shortage of residential 
mortgage funds,” are identical with those presented last March before the Senate 
Subcommittee on Housing by Carroll M. Shanks, president of the Prudential In- 
surance Company of America, Milford A. Vieser, financial vice president of the 
Mutual Benefit Life Insurance Co., and Norman Carpenter, second vice president 
of the Metropolitan Life Insurance Co. A copy of their statement is attached. 
The discussion of FNMA appears on pages 10-11, but virtually the entire state- 
ment relates to the question of expanding FNMA purchases. 

Under Senate Joint Resolution 38 FNMA would be authorized to sell an addi- 
tional $1 billion of its debentures in the public market, as well as an additional 
$700 million of its debentures directly to the United States Treasury. ‘We b 
lieve that upon analysis this offers no real solution to the problem of shortage 
of Government-insured and guaranteed mortgage credit. Under present condi- 
tions in the capital markets, FNMA will find it exceedingly difficult to sell its 
debentures to nonbank investors. Experience shows that these debentures 
lodge in the commercial banks, so that the funds obtained by FNMA come from 
an expansion of the money supply which under present conditions is highly 
inflationary. To the limited extent that these debentures are acquired by non- 
bank investors, it just means that less funds will be available for direct in- 
vestment by private investors in morgages, State and local government bonds, 
and similar investment. 

If FNMA follows the route of borrowing directly from the United States 
Treasury, a similar set of difficulties arises. The Treasury has the alternative 
of increasing its budgetary expenditures to provide the funds or selling United 
States Government obligations to raise the money. We believe that either al- 
ternative has inflationary implications because under present conditions the 
securities sold by the Treasury are almost certain to go into the commercial 
banks. 

Therefore, we believe that Senate Joint Resolution 38 should not be passed 
because it presents a threat of further inflation, particularly in the housing 
field, and it does not offer any real solution to difficulties in the FHA-VA mort- 
gage field. The only basic solution is to free the interest rates on these mort- 
gages as is recommended in detail in the attached statement (pp. 8-13). 


STATEMENT PRESENTED IN BEHALF OF THE AMERICAN LIFE CONVENTION AND THE 
LIFE INSURANCE ASSOCIATION OF AMERICA, MARCH 28, 1956 


I am Carrol M. Shanks, president of the Prudential Insurance Company of 
America. My associates joining me in presenting this statement are Milford A. 
Vieser, financial vice president of the Mutual Benefit Life Insurance Co., and 
Norman Carpenter, second vice president of the Metropolitan Life Insurance Co. 
We are here today as representatives of the American Life Convention and the 
Life Insurance Association of America, two associations of life insurance com- 
panies with a combined membership of 253 companies, holding 98 percent of the 
assets of all United States legal reserve companies. 
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The life insurance companies have a keen interest in the subject matter of your 
hearing because they provide an important source of real estate mortgage credit 
in this country. Last year the life insurance companies made $6 billion of non- 
farm mortgage loans, the largest amount they have ever made in a single year. 
Of this total, $2.8 billion were Government-insured or guaranteed residential 
mortgage loans and about $2 billion were uninsured residential loans. The re- 
maining $1.2 billion were business and industrial mortgage loans. During the 
decade 1946 to 1955, inclusive, the life insurance companies made $38.1 billion 
of nonfarm mortgage loans. A little over $9 billion of this total were FHA loans, 
$7.7 billion were VA loans, and $21.4 billion were conventional. In the conven- 
tional category about 60 percent were residential loans. ‘Throughout the 10-year 
period, therefore, the life companies made approximately $29 billion of resi- 
dential mortgage loans. Of the total of $56.8 billion of FHA and VA mortgage 
loans made by all lenders in the period 1946-55, the life insurance companies 
made about 29 percent. 

Before presenting our views on the specific bills before your committee, we 
would like to discuss two basic questions, as follows: (1) Has the residential 
mortgage market been obtaining a fair share of the capital funds accumulated in 
our national economy; and (2) is there economic justification for discounts on 
Government-insured and guaranteed mortgages? Our recommendations on the 
bills will be more easily understood against the background of this general dis- 
eussion. You will note, Mr. Chairman, that these two questions cover much of 
the ground which the Commission on National Housing Policy would cover as 
you propose in 8. 3186. 


BASIC QUESTIONS OF HOUSING AND MORTGAGE LENDING POLICY 


The first question—has the residential mortgage market been obtaining a fair 
share of the capital funds accumulated in our national economy—is pertinent 
because much of the legislation under consideration, such as that concerning the 
functioning of FNMA, is aimed at expanding through Government action the 
flow of funds into residential mortgage financing. 

The discussion of housing goals and the adequacy of residential mortgage 
financing has usually suffered because it has not been placed in the broad frame- 
work of real capital formation and financing in our national economy as a whole. 
Despite the unprecedented strides already made in housing construction in this 
country in the past decade, we would all like to see a further rapid improvement 
in the housing of our people. The advocates of a sharp expansion in the volume 
of residential construction and a much greater supply of residential mortgage 
credit seem to overlook the fact, however, that housing is but a part—a highly 
important part, to be sure—of the total real capital formation needed in this 
country. The balanced expansion of our country also depends, of course, upon 
the growth of our industrial plant and equipment, our business and commercial 
facilities, our public utilities, our roads and other public works, and many other 
necessary forms of real capital formation. The growth of these forms of real 
capital is important because they create more jobs, support rising payrolls, and 
thus enable more people to buy homes and to pay for them. We do not have 
limitless productive resources in this country, so that from the viewpoint of physi- 
cal capacity to produce there are restrictions placed on housing construction at 
any particular time, although through investment of savings the country’s 
capacity to produce has expanded enormously in the past decade. 

Much of the discussion about housing goals and residential mortgage financing 
has also suffered because of a failure to appreciate that the real capital forma- 
tion of the country, including housing, must be financed out of saving or non- 
commercial bank sources if the country is to avoid further price inflation. Ina 
period such as the past decade, in which our national resources of labor and 
equipment have been and now are so fully employed, the injection of commercial 
bank-created money into the economy is bound to have inflationary consequences. 

What has been the picture in recent years regarding the sources and uses of 
capital funds in this country? We have prepared two charts to show this 
picture. The supporting data are taken from Government publications and show 
the net increase in both the sources and uses of funds. As you will see in chart 
No. 1, the total uses to which capital funds were put in the United States in 
1955 amounted to $44.6 billion. Of this total, the net increase in residential mort- 
gage debt amounted to $13.6 billion. This one use alone exceeded the increase in 
corporate security issues, State and local government security issues, and Federal 
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debt combined. Turning to the sources which provided the funds for these uses, 
I call your attention to the fact that the funds derived from savings and other 
noncommercial bank sources amounted to $41.7 billion, and accordingly fell short 
of meeting the total demand by nearly $3 billion. The balance of $2.9 billion 
was supplied by the commercial banking system through the creation of bank 
deposits. 

Chart No. 2 provides similar data for the period 1950-55. It also shows the 
substantial part of capital funds which has gone each year into the expansion 
of residential mortgage debt. It should be noted also how in each of these years 
the supply of savings and funds from noncommercial bank sources has fallen 
short of the total demand for capital funds, and commercial bank credit has 
had to be expanded to meet the demand, It is, of course, necessary to have some 
increase over the years in the volume of commercial bank credit in order to 
accommodate the growth in our economy. But one has only to look at what has 
happened to prices in the postwar period to realize that we have been relying too 
heavily on commercial bank creation of money and not enough on saving. We 
have, in other words, been trying to extract more in real product from the econ- 
omy than it has been able to produce. 

The resulting rise in prices has been particularly severe in the residential 
construction field. Chart No. 3 shows the steady upward movement in the 
Bureau of Labor Statistics index of wholesale prices of building materials, which 
has risen 81 percent in the period 1946-55. In the past 18 months alone it has 
risen steadily by more than 8 percent. Chart No. 4 shows the rise of 61 percent 
which has occurred in the Boeckh index of residential construciton costs since 
1946. Chart No. 5, based on data compiled by the United States Department of 
Labor, shows the rise of nearly 96 percent which has taken place since 1946 in 
the average estimated per unit construction cost of privately owned houses. This 
chart, as well as the one which follows, cannot be used as an exact measure of 
the increase in residential construction costs because it does not take account 
of improvement in the quality of housing, but in the light of chart No. 3 it is 
safe to say that it is indicative of cost trends. Chart No. 6 shows the increase 
of 97 percent since 1946 in the average principal amount of VA-guaranteed home 
loans closed, and also the rise of 97 percent since 1946 in the average amount 
for each dwelling unit of FHA home mortgage insurance written. To some 
degree this rise reflects the liberalization of loan-to-value ratios in FHA loans. 

These charts indicate clearly that there are limits to the volume of real output 
which we can extract from our economy at any one time. During the past several 
years we have been engaged in a tremendous home-building program. It has 
also been vital that our industrial plant and equipment be enlarged and modern- 
ized. And, of course, we have steadily enlarged the output of consumer goods. 
The accomplishments of the postwar period have been remarkable; but there 
are at any one time physical limits to our real output. In an effort to push the 
economy beyond those limits, credit has been made available in too great a vol- 
ume and on too easy terms, and inflation has inevitably followed. General infla- 
tion has been serious enough, but the rise in housing prices has been particularly 
severe. Since 1946 the Consumers Price Index has risen 37 percent, and the 
Wholesale Commodity Price Index has risen 41 percent. During this same period 
the average estimated construction cost per unit of privately owned homes has 
risen nearly 96 percent. There is a serious question whether the veteran or the 
small-home owner is being done any real service by easy and excessive credit 
if the primary effect is to increase sharply the price of the house he buys. 

It is sometimes thought that the cost of rising prices to the veteran or the 
small-home owner is measured simply by the higher price he must pay for his 
home. This increased initial cost is bad enough, but it does not measure the 
full toll exacted by inflation. We have prepared a charge (see below) to illus- 
trate the real cost of rising prices to the average home buyer in the period 1946-55. 


Additional cost to average home buyer caused by rising home prices, 1946-55 


Rate of | Amount of | Total repaid 


Year in which home purchased | Maturity of | 
loan, years loan loan 
Percent } 
1955 30 4l6 $10, 500 | $19, 166. 40 
1946 30 440 6, 000 10, 951. 20 


Total 4, 500 8, 215. 20 





| 
| 
| 
| 
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Although there is no exact official measure of the change in the price of a 
standard home in the United States, such Government figures as are available 
indicate that the price rise from 1946 to 1955 was, at the very minimum, 75 
percent. The rise in the average home loan, due solely to this inflation, was from 
approximately $6,000 in 1946 to approximately $10,500 in 1955. 

The chart shows that, in addition to having to pay back an extra $4,500 of 
principal on his loan, the home-buyer on a 30-year 414-percent loan would have 
to pay $3,715.20 in extra interest cost because of the larger loan. The rise in 
the total cost to the average home-buyer, due solely to rising home prices in the 
period 1946-55, therefore amounts to $8,215.20. Inflation in the postwar period 
has thus exacted a heavy toll from the veteran and small homeowner. 

At a later point we shal! have specific comments to make about the various 
proposals for expanding the secondary market and special assistance functions 
of FNMA. Within the context of this general discussion, our objection to such 
proposals is that a large part of the funds needed to carry them cut will be de- 
rived from the expansion of commercial bank credit and will add further up- 
ward pressures on prices in the housing fieid. At the end of January itvev, $5647 
million or 66 percent of the FNMA debentures outstanding were held by com- 
mercial banks. 

Intlation which has been generated in the residential construction field is not 
confined to this area but has its ramifications in may other purcs of tue econ- 
omy. The life-insurance business must be vitally concerned about Government 
policies which contribute to inflation. At the end of 1955 approximately 103 
million policyholders owned $373 billion of life insurance. These contracts are 
payable in fixed dollars. Rising prices make a heavy inroad upon the purchas- 
ing power of the outstanding life insurance. Many times today we hear ¢om- 
placent reference to “moderate inflation’—the 2 percent per annum inflation 
which is sometimes talked about by economists. Chart No. 7 shows how in 10 
vears such an inflation of 2 percent per annum wouid shrink the purchasing 
power of the life-insurance protection outstanding at the end of 1955. 

As to the adequacy of private capital funds to maintain healthy activity in 
the residential financing field, the accomplishments in 1955 speak for themselves, 
Last year was a banner year in the residential field, and private capital funds 
supplied virtually all the legitimate demands. As to the future, it is noteworthy 
that repayments of principal sums on the existing national mortgage debt add 
substantially to the availability of long-term capital funds. If the experience in 
the immediate past holds in this regard in the future, we may expect avout 10 
percent of the outstanding residential mortgage debt to be repaid to the lender 
yearly for reinvestment. In addition, savings and loan associations and mutual 
savings banks, which by law or by custom devote a very large proportion of their 
funds to the residential mortgage market, will continue to pour their rapidly in- 
creasing savings into this area. And it is probable that additional funds will 
come in the future from pension funds. My own opinion is that, of all the in- 
vestment markets, the residential mortgage market will be the one least likely 
to experience a searcity of funds over the next 5 years. 

I turn now to the second basic question—is there economic justification for 
the discounts preesntly in effect on Government-insured and guaranteed mort- 
gages. This is a difficult question which again can be answered only in terms of 
the functioning of the capital market as a whole. Our thoughts on this question 
may be made clear in the following way. Chart No. 8 shows the distribution of 
the principal assets held by life-insurance companies at the end of 1955. As you 
will see, the savings of life-insurance policyholders are invested in a wide vari- 
ety of ways—industrial and business securities, public utility securities, railroad 
securities, Federal, State, and local government securities, Government-insured 
and guaranteed mortgages, uninsured residential, commercial, and industrial 
mortgages, and income-producing real estate. 

Generally speaking, the contract interest rates of these various investments 
ire flexible and are free to move in response to changes in the demand for 
and supply of capital funds. The life-insurance companies and other institu- 
tional investors such as mutual savings banks, savings and loan associations, 
and commercial banks, as well as individuals, direct their funds with an eye 
toward obtaining the most favorable yields. In other words, investors generally 
are responsive to changing interest rates under changing market conditions. 
In their lending capacity the officers of life-insurance companies act in a strictly 
fiduciary character. The funds at their disposal constitute the savings of more 
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than 100 million Americans—the great majority of whom are persons with 
moderate incomes. It is our duty to invest this money on behaif of our policy- 
holders to the best possible advantage to them. The cost of their insurance 
protection, the amount which their families will derive from their policies, or 
alternatively, their own modest income in old age after a lifetime of savings, 
will depend on securing for them the highest possible investment rate consistent 
with safety. We seek yield because the trust imposed upon us demands that 
we do so. 

Within the general capital market, VA and FHA mortgages are unique in 
that the contract rate of interest is relatively fixed by Government order. It 
does change from time to time but the changes are infrequent and usually lag 
far behind capital market changes generally, This was the reason why, prior 
to mid-1953, droughts sometimes occurred in the availability of private mort- 
gage funds for Government-insured and guaranteed mortgage financing. As in- 
terest rates rose in the face of heavy demand, uses of capital funds where rates 
were flexible attracted funds away from the VA and FHA mortgage market 
where rates were fixed. In the middle of 1953 it was recognized by Congress 
that some means is needed to permit flexibility in yields of FHA and VA 
mortgages. With the contract rate on FHA and VA mortgages fixed, the dis- 
counts thus become the means through which these mortgages have yield flexi- 
bility in response to changes in market conditions. Since this yield flexibility 
through the discounts has been in effect, the VA mortgage has been able to hold 
its own in competition with other demands for capital funds, and we have avoided 
a further big expansion of Government financing. 

The great importance of yield flexibility in maintaining the attractiveness of 
an investment was perhaps never demonstrated better than in the case of VA 
mortgage loans in the summer of 1953 when the rate on these loans was raised 
from 4 to 44% percent and it was made clear by the Congress that discounts were 
not illegal so long as they were not paid by the veteran. [rom the second quarter 
to the fourth quarter of 1953, according to reports made to the Life Insurance 
Association of America, the volume of new commitments made by life-insurance 
companies to purchase VA mortgage loans increased by 375 percent. 

The importance of flexible yields on FHA and VA mortgages may be indicated 
in still another way. If some of the legislation currently being considered by your 
committee is adopted and FNMA purchases of mortgages are used to support 
the prices of VA and FHA mortgages at artificial levels, the effect under present 
conditions will be to drive some institutional funds away from the VA and FHA 
mortgage market into other investment outlets where yields are flexible and 
more attractive. Thus the use of FNMA funds to increase the availability of 
mortgage money will be self-defeating. Instead, by upsetting the forces which 
create a natural balance in the money market and by discouraging private 
financing it will merely serve to require a larger and larger flow of public funds 
into the VA field. 

Several of the bills before your committee are directed to using FNMA 
mortgage purchases to stabilize the prices of VA and FHA mortgages and to 
wipe out the large discounts. The methods proposed to accomplish this purpose 
would place FNMA in virtually the same position as the Federal Reserve System 
prior to the spring of 1951 when it was purchasing Government securities at 
pegged prices. This support operation had to be ended because it was causing 
a sharp increase in the money supply and was contributing to rising prices. In 
the same way, FNMA funds to support the prices of VA and FHA mortgages, 
to the extent they are obtained from commercial banks, would also have in 
flationary consequences. This country learned the hard way through inflation 
in 1950 and early 1951 that it is healthy for yields on Government securities to 
be flexible in response to market forces. This lesson should guide us against 
the Government committing the mistake of trying to hold VA and FHA mortgave 
yields unresponsive to market forces by pouring funds into this market. 

In considering the importance of investment yield and yield differentials as 
forces in the distribution of capital funds we would like to emphasize that it is 
important to think in terms of net yield after costs. The importance of this is 
indicated in chart No. 9 which shows the average gross yield earned by life 
insurance companies on nonfarm mortgage loans in 1954 (the latest figure avail 
able) as well as the costs which are involved in administering a mortgage loan 
portfolio. As you will see, the average gross yield in 1954 amounted to 4.43 per 
cent. The net, however, after total costs of 0.57 percent, was 3.86 percent. I 
should be emphasized that these figures are the averages for all types of nonfarm 
mortgage loans combined, including Government-insured and guaranteed loans, 
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uninsured residential, and business and industrial mortgages. Average costs on 
VA and FHA mortgages alone are somewhat higher as I shall indicate presently. 

In the discussion of mortgage interest rates it is unfortunately too oiten over- 
looked that mortgage loan portfolios are relatively costly to administer with 
the net yield being considerably below the gross. At the preesnt time, in the case 
of VA mortgage loans on a 20-year amortization basis purchased at a discount of 
2 points, the gross yield is about 4.75 percent and the net after costs averages a 
little better than 4 percent. It is sometimes argued that a net yield of 4 percent 
on VA mortgages is much too high in comparison with a 3 percent rate on long- 
term Government securities or a rate of, let us say, 3.15-3.20 percent on high- 
grade, publicly quoted corporate securities. Such a comparison is meaningless 
so far as most investors are concerned. The yield on long-term Federal securities 
and high-grade corporate bonds selling in the public market is not competitive 
with the investment return which long-term investors can obtain in the invest- 
ment areas into which their funds are currently being directed. 

The competition which the net rate of about 4 percent on discounted VA mort- 
gages must face today is the net yield which can be realized on such investments 
as uninsured residential mortgages, commercial and industrial mortgages, in- 
come-producing property, and direct loans to industrial and business concerns. 
These net yields provide strong competition for the net yield on VA mortgages. 
In a period such as the present in which all types of capital funds are in heavy 
demand, market forces require discounts on VA and FHA mortgages if the latter 
are to maintain their attractiveness as an investment outlet. 

Much publicity has been given to large discounts of several points on certain 
VA mortgage loans. These are, of course, in contrast to the generally prevail- 
ing national averages of 2 or 3 points. There are a number of reasons for 
differences in the amount of discounts on VA mortgages. One of the most im- 
prtatn factors explaining sizable discounts on VA mortgage loans is the quality 
of the loan. Despite the Government guaranty, which is less than 100 percent, 
there is an element of risk in VA mortgage loans and naturally those of poorer 
quality from the viewpoint of the property involved or the credit risk of the 
borrower will carry somewhat larger discounts. It should also be borne in 
mind that a free market works both ways. At one time, premiums were paid 
on FHA loans by life insurance companies. 

Because discounts on Government-insured and guaranteed mortgages are 
difficult for the public to understand, particularly the abnormally high ones, we 
have always felt it would be preferable to utilize another means of making the 
Government-insured and guaranteed rate flexible so that it can reflect and adjust 
fully to free market forces. This could be accomplished in the following way. 
A maximum contract rate should be set on insured and guaranteed mortgage 
loans, but this rate should be substantially above the current going market rate. 
Under the ceiling of the maximum, the actual contract rates on individual in- 
sured and guaranteed mortgages would be set as the result of competitive mar- 
ket forces. The rates would move up or down depending upon market competi- 
tion and would also be allowed to reflect geographical differences in the markets 
and differences in the quality of mortgages, as well as the additional expense in- 
volved in handling loans in smaller towns and rural areas. Competition is keen 
in the capital markets and it can be depended upon fully to provide the lowest 
rates consistent with demand and supply conditions. 


VIEWS ON SPECIFIC BILLS 


With this general background, I would now like to present our views briefly 
on several specific bills before your committee. 

S. 3302: We favor the provisions of this bill, with the following exceptions. 
First, we are opposed to the provisions of title If which would make it possible 
for FNMA: (1) to reduce the present stock purchase requirement from 3 per- 
cent to 1 percent, (2) to purchase mortgages “within the range of market prices” 
rather than at the market price as at present, and (3) to purchase mortgages 
where the original principal exceeds $15,000. We believe that the provisions 
under which FNMA is now operating are sound in that they assure that FNMA 
will be restricted to providing a measure of liquidity to the market as was 
intended. If the proposed changes are adopted, as indicated earlier there is grave 
danger that FNMA will burgeon out as a big factor in the market and will 
create further inflationary pressures in the residential construction field. 

We also seriously question the wisdom of increasing the amortization period 
to 40 years in section 221 loans. This longer amortization period will make these 
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mortgages much less acceptable to private financing institutions and will be of 
doubtful help to the mortgagor. ‘To illustrate, if we assume a $7,000 mortgage 
at a 4% percent rate amortizable in 40 years, at the end of 5 years only $353 
would have been paid in amortization; at the end of 10 years only $794; and at 
the end of 20 years only $2,038, with $4,962 of the initial loan still outstanding. 
As is obvious, the rate of amortization is exceedingly slow, in fact so slow that 
the physical deterioration and absolescense of the property would undoubtedly 
be greater than the amortization. This exposes the investor to serious risk 
which no lender operating on sound lending principles would be able to assume. 
The 30-year amortization period currently in effect, although still long in the 
eyes of many institutional investors, makes the loan much more acceptable. 
Moreover, from the viewpoint of the homeowner, the monthly carrying charge 
(interest and amortization) on a $7,000, 414-percent, 40-year mortgage is $31.50. 
The monthly carrying charge on the same mortgage, but with a 30-year amortiza- 
tion period is $35.49. Thus the shorter term, making the loan sound, involves 
only $4 more per month in the mortgagor’s payment. More important, if the 
loan is on a 40-year basis the mortgagor must pay total interest of $8,120 over 
the life of the loan, as compared with total interest of $5,776 if the loan runs for 
30 years. Accordingly, the 40-year loan will cost the homeowner $2,344 more 
in the form of interest, which is a heavy price to pay for the extended maturity. 
For these reasons we believe that the 40-year loan is socially undesirable and 
we urge that the section 221 loans be continued on a 30-year basis. 

S. 3158: Time does not permit, nor is it necessary that we discuss this omnibus 
bill at length. 8S. 3302, most of which we favor, contains all the amendments to 
our national housing law which are needed at this time so that we do not think 
S. 3158 should receive favorable consideration. We firmly oppose its provi- 
sions which would restore the FNMA powers and operations under legislation 
prior to enactment of the Housing Act of 1954. This would certainly put us on 
the road to further inflation. We are also opposed vigorously to the creation 
of a National Mortgage Corporation with authority to issue up to $1 billion of 
debentures to make and service loans on single-family, rental, and cooperative 
properties for “middle-income families.”” This invasion of the private mortgage 
market by Government is not necessary in the light of the facts we recounted 
earlier, and it would also pose the threat of price inflation. 

S. 3190 and 8S. 3296: These two bills relating to FNMA can be discussed 
briefly. The former would authorize FNMA to enter into advance commit- 
ments to purchase at par any FHA or VA mortgages with a value of $7,600 or 
less. We oppose it for all of the reasons advanced in the general discussions 
earlier, namely that it would under present conditions require FNMA to sup- 
port prices of VA and FHA mortgages at artificially high levels and would have 
inflationary consequences. Moreover, under no circumstances do we believe that 
FNMA should issue advance commitments because of the encouragement they 
give to overbuilding. We are also opposed for similar reasons to 8. 3296 which 
would amend FNMA provisions to gear required stock purchases to current 
mortgage discount levels, and which would direct FNMA to purchase mortgages 
with an eye to stabilizing the market. Such purchases would not be required 
to be at market prices. Here again we would have an operation designed to sup- 
port VA and FHA mortgage prices at artificial levels which would meet with 
the objections noted earlier. 

Other bills: There are, of course, several other bills before the committee of a 
specialized character which we do not believe it necessary to discuss. 

In conclusion, we believe that the committee should be favorably impressed 
by the way in which private home mortgage financing has met the tremendous 
demand in the past decade. The investment of funds in this area has, in fact, 
been so great that it has outstripped the country’s physical capacity to produce 
housing along with other real capital goods. The great concentration of expen- 
ditures for housing, exceeding our capacity to produce, is the reason why we 
have already suffered so much inflation in this area, particularly because of 
periodic injections of bank credit into the housing field through FNMA. In a 
full and expansive economy such as we have now, cheap money is almost always 
expensive. What seems to be a savings in interest is usually compounded in 
inflated costs. If interest rates on mortgages are stabilized at an artificial level 
by Government devices, it will inevitably cause a trend of private investment 
away from insured home mortgages to more attractive investments available in 
a free market. Such devices will result in less instead of more money available 
for financing home building in the United States from private sources. A lower 
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fixed interest rate will be of little value if money is not readily available. The 
only alternative in such a situation would be some additional device to increase 
the money supply with serious inflationary consequences on the private structure 
such as we experienced by reason of the rigidly controlled money market of a 
few years ago. If this should transpire, it would be a poor service to save the 
home buyer pennies in interest at the cost of dollars in the form of overpriced 
homes. We believe that at this time we should pay strict attention to the hard 
lesson we have learned and abandon any new ideas of departing from the prin- 
ciples of a free market and flexible interest rates. 


CHART 1 


Sources and uses of capital funds in the United States, 1955 


Amount Percent 
Sources Billions 
Savings sources $23. 7 53. 1 
Other nonbank sources 18.0 40). 4 
Commercial banking system 2.9 6.5 
Total sources ; 14.6 100.0 
Uses 
Residential mortgages 13. 6 30.5 
Other mortgages 3.1 6.9 
Corporate securities 5.3 11.9 
State and local governments 5.0 11.2 
United States Government 2.0 4.5 
All other uses 15.6 35. 0 
‘Total uses : 44.6 100. 0 


CHART 2 


Sources and uses of capital funds in the United States, 1950-55 


| Billions of dollars] 


1950 1951 1952 1953 1954 1955 
Sourees 
Savings sources s7.9 S11.6 $19.0 $22 | $19.6 $23. 7 
Other nonbank sources 11.0 tn 9.3 8.5 8. 0 18. 0 
Commercial banking system ¥. 4 7.0 . 8 1.1 14 2.9 
Total sources 28.3 25. 8 34. 1 31.7 32. 0 44. 6 
Uses 
Residential mortgage 8.9 7.9 7.6 8.1 10. 2 13. 6 
Other mortgages 1.2 l 1.4 ae 2.3 3.1 
Corporate securities 3. 6 6.0 7.4 6.8 f . 3 
State and local governments 27 2. ( 2.0 3.9 54 50 
United States governments 5 2.8 7.9 7.8 $. 5 2.0 
All other uses 12.4 5. ¢ 7.8 3.4 5. 0 15. 6 


Potal use « 28. 3 25. 8 34. I 31.7 32.0 44.6 
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CHart 3 


INDEX OF WHOLESALE PRICES 
OF BUILDING MATERIALS. 1946-1955 
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CHART 5 


ESTIMATED AVERAGE CONSTRUCTION COST OF 
PRIVATE DWELLING UNITS STARTED, 1946-55 
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CHART 6 
AVERAGE AMOUNT PER DWELLING UNIT OF FHA INSURANCE 
WRITTEN, AND VA MORTGAGE CLOSED, I1946- 1955 
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CHART 7 
EFFECT, ON VALUE OF PRESENT LIFE INSURANCE 


IN FORCE,OF TWO PERCENT A YEAR PRICE RISE 
FOR TEN YEARS 


$373 
Billion $306 


Billion 
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CHART 9 


Average rates of income and costs on nonfarm mortgage loans of a sample of life 
insurance companies 





Fa | 
Income Total |} Originat- sranch and 
Year }_ ead eee _| operating | ing and home office 
| costs | servicing | ‘osts 
Gross | Net j i fees 
| | 
— -|——___—— - aes eclcaak cites atecencitaainas asain 
Percent | Percent Percent Percent Percent 
1950 sas sda cmanll aaa eclicliel detente : | 4.13 | 3. 36 0.77 0.41 | 37 
1951 Boe ae ore 4.17 | 3. 52 65 34 | 31 
1952 alleatain in ererallasneaieglacaadiicagses 4.22 | 3. 64 . 59 29 | 30 
Ro a te 1.30 | 3.73 .57 28 | 28 
1954 = Sudenhneses ban --] 4.43 | 3. 86 . 57 23 | av 
| | 


Notre.—Companies covered accounted for about 80 percent of the nonfarm mortgage loans of all United 
States life companies. 


Davip Suaw & Co., 
3ROOKLYN, N. Y., January 9, 1957. 
Senator JOHN SPARKMAN, 
Senate Office Building, 
Washington, D. C. 

DEAR SENATOR SPARKMAN: The cooperative and rental housing programs legis- 
lated by Congress as necessitous for the general welfare has come to a dead stop 
because the lenders will not lend at the rate of 4% percent permitted under sec- 
tions 213 and 207 of title II under the National Housing Act. 

The reasons given are that unless the yield of 54% percent is effective, lenders 
have other loan opportunities at such a yield. The requirement of a 51% percent 
rate may have come about because of the depressed bond market for lower 
interest bearing securities and the competition for deposit funds among lenders 
which induces a higher rate of interest on deposits to depositors and develops a 
search for higher yields. 

If Congress, as it no doubt does, desires effective programs which it has legis- 
lated, then with respect to the two sections mentioned above, a solution may lie 
in creating the power for the Federal National Mortgage Association to make 
direct purchases of these mortgage loans. With respect to the FNMA programs 
at present wherein it is limited to the purchase of $5 million for each State under 
its direct assistance program, and where it can make no forward commitments 
otherwise, these restrictions have resulted in an exceedingly minute financing of 
the needs of the metropolitan area of New York where these sections are most 
needed. 

It is of the utmost importance that FNMA be permitted to make advanced com- 
mitments since under section 213, no cooperative may be invited to purchase units 
unless financing has first been arranged. Should FNMA fail to win from Con- 
gress adequate enabling legislation to make advanced commitments, the only 
alternative we can see is the freeing of interest rates without limitation, other 
than the laws of the respective States which would make each transaction subject 
to the open market. 

The undersigned, aS mortgage brokers, has been instrumental in financing many 
section 213’s and section 207 projects during the years 1952 and 1955, but since 
that time have had exceeding difficulty in obtaining financing for the reasons 
above stated. The section 213 program particularly is one of unestimable good to 
middle income families and deserves support and expansion because of its many 
favorable attributes as a vehicle for delivering low-cost housing unsubsidized, to 
the people in need of such housing. 

We, therefore, respectfully urge that this problem is of immediate and vital 
importance and hope you can effect a resolution of this question. 

Yours very truly, 
DAVID SHAW. 
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ASSOCIATION FOR THE PROGRESS AND IMPROVEMENT OF 
CONTRA Costa COUNTY, 
Lafayette, Calif., January 10, 1957. 
Senator JOHN SPARKMAN, 
Senate Office Building, 
Washington, D. C. 

DEAR SENATOR SPARKMAN: The board of directors of the Association for the 
Progress and Improvement of Contra Costa County, at a regularly called meet- 
ing, requested that I, as the secretary of said association, contact you regarding 
the drastic effect the tight money market and the differential in VA and FHA 
interest rates is having upon the overall economy, and the home building industry 
in particular. 

To assure a reasonably sound basis for this industry, which is of such im- 
portance to our Nation, to the State of California, and to our county, would 
you kindly use your offices to: 

1. Adopt a joint resolution to establish the interest rate on VA guaranteed 
mortgages at 5 percent, so that these mortgages will be on a par with FHA 
insured mortgages. 

2. Adopt a joint resolution to increase the capitalization of the Federal 
National Mortgage Association an additional $150,000,000. 

Thank you for your interest in this matter. 

Your very truly, 
FREDERICK C, KRACKE, Secretary. 


SACRAMENTO, CALIF., January 11, 1957. 
Senator JoHN J. SPARKMAN, 
Senate Office Building, 
Washington, D.C. 

DEAR SENATOR SPARKMAN: We sincerely hope you will do everything in your 
power to ease the mortgage money market. The situation is really serious. We 
have thousands of good buyers, who want and need homes, both new and resale, 
but connot meet the exorbitant requirements now demanded for mortgage money. 

We concur, with the Home Builders Association, in their request to Congress 
to take the two following steps. 

1. Adopt a joint resolution to establish the interest rate on VA-guaranteed 
mortgages at 5 percent so that these mortgages will be on a par with FHA-in- 
sured mortgages. 

2. Adopt a joint resolution to increase the capitalization of the Federal Na- 
tional Mortgage Association an additional $150 million. 

Please do not bother to answer, yvour time is too valuable. 

Yours very truly, 
DON STEPHENS & Co 
DON STEPHENS. 


Mount CLEMENS, Micu., February 8, 1957. 
Senator SPARKMAN, 
Chairman, Committee on Housing of Senate Committee on Banking and 
Currency, Senate Office Building, Washington, D. C.: 

The Federal National Mortgage Association is in the position of setting rather 
than following the VA mortgage market, because there is no VA mortgage mar- 
ket today other than FNMA, Placing mortgages with private investors is an 
impossibility. No one is buying due to the value and security of 314 percent 
Government bonds. Builders are stopping production and sales on GI terms. 
Large layoffs have resulted with more to follow, as builders and their contrac- 
tors find it impossible to continue in business. 

The Federal National Mortgage Association policy of rejecting GI mortgage 
applications which have been approved by the VA and lending agencies create 
further hesitancy and risk on the builders part. FNMA policy of ariitrarily 
changing discount rates without warning creates further confusion an! uncer- 
tainty. Builders are bound to deliver at a fixed C. R. V. price, while /FNMA’s 
fluctuations week to week cause further loss on the same houses with each 
fluctuation. FNMA discounts are not recognized by the VA or FHA in placing 
fixed valuations on the homes under construction. The builder is forced to 
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absorb same and the veteran pays back the discount with interest computed 
on it. 

We started the last project anticipating 96144 percent on mortgages and are 
now forced to deliver for approximately 91 percent net. This shows an ap- 
proximate loss of $350 per house out of pocket. Impossible to continue build- 
ing under these conditions. 

If the Government is sincere in controlling inflation, the first step is to elimi- 
nate the mortgage watered by discounts. The situation now exists that the only 
market for mortgages is FNMA. As the only market FNMA has sole control and 
is setting its own figure. Unless FNMA authority is revised there will be no vet 
mortgages for building industry. Ve refer you to the February 4 edition of 
the Wall Street Journal, page 10. 

Will you be so kind as to incorporate the contents of this wire in the 
record of hearing presently being conducted on Senate Resolution 38. 

Yours very truly, 


printed 


ALGER HoMEs, INC., 
MICHAEL Z, TAINES, President. 
If there are no further questions, we will declare the hearings at 
an end. 
I will ask everybody to clear the room except members of the com- 
mittee. We want a very brief executive session. 
(Whereupon, at 4:25 p. m., the hearing was adjourned and the 
subcommittee proceeded to meet in executive session.) 








